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LIABILITIES 
Capital ie eas I,150,000,000.— 
Ordinary Reserve Fund . 205,000,000.— 
1,355,000,000.— 
Deposits & Current Accounts 
(including Balance of Pro- 
fit and Loss) . 78,658,197,515-55 
Cheques in circulation (asse- 
gni circolari) . 7,627,299,760.35 


Bills for collection ‘ 

Guarantees & Acceptances 
for A/C of Customers . 

Sundry Accounts 

Staff individual Retirement 
Accounts . nae 

Unearned Discount & other 
unearned Income 


Depositors of Securities . 


Accounts guaranteeing spe- 


cial Accounts . 

Bank’s Securities guarantee- 
ing Staff Assistance and 
Retirement Fund 


2,146,027,277.35 


529795754»243-47 
4,646,481,378.56 


1,081,391,541.05 


308,278, 358.89 











100,893,430,075-13 
19,185,311,343-65 


11,618,214-65 


663,476,657.— 


120,753,836,290.43 





ASSETS 





Cash, Balances with Banks 
& Money at Call. 


Bills receivable & Treasury 
Bills . 


Government Securities, Bonds 
and other Securities . 


Contango, Advances on Se- 
curities & Loans . 


Sundry Accounts 
Premises . 
Furniture & Fixtures 


Customers’ Liability for Gua- 
rantees & Acceptances 


Securities deposited by Third 


Parties . . . 
Special guaranteed Accounts 


Staff Assistance & Retirement 
Fund - Securities deposited 
by the Bank as guarantee 


24,442,958,372.40 
21,464,892,702.36 
1,74424315532.75 


47,052,068,617.59 
1,013,566,203.41 
104,758,302.15 


_—_ 


+ 530705754,243-47 


100,893,430,075-13 


19,185,311,343-05 
11,618,214.65 


663,476,657.— 


120,753,836,290.43 


AUTONOMOUS SECTIONS FOR SPECIAL CREDITS 


AUTONOMOUS SECTION FOR MORTGAGE CREDIT 


Aggregate Capital and Reserves 


L. 93,630,830.30 


AUTONOMOUS SECTION FOR HOTEL AND TOURIST CREDIT 


Aggregate Capital and Reserves 


L. 193,758,147.80 


AUTONOMOUS SECTION FOR CINEMA CREDIT 


Aggregate Capital and Reserves 





L. 325,154,214-05 
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SUMMARY 


Prof. Corrado Gini discusses once more in an article ” On National Income” his 
views on the subject as it presents itself in pathological periods, and as seen more 
especially in the light of post-war experiences. From the statistical-theoretical angle 
where practical interests and economic inquiries converge and bring into focus the 
real problems of income, consumption, savings, investments, and their mutual rela- 
tions, we find that even the most subtle premises of methodology need to be studied 
when framing plans for solving the problems of present day reconstruction and taxation. 
English-speaking students of such questions will note with interest the references Gini 
makes to Pigou’s recent work on ” Income” and the restatement of the opinions Gini 


himself had occasion to sustain before the Royal Statistical Society in London in 1939. 





Prof. Guglielmo Tagliacarne examines and compares the recent developments arising 
from the depreciation of the lira as affecting the ” Cost of Living, Salaries, Consumption, 
and the Situation of the Italian Middle Classes”. He calls attention to some disturbances 
of social importance caused by recent inflationary phenomena in Italy; more especially 
to the erosion of real wages and the tendency to level down remuneration, a tendency 
leading to serious disruptions in the status of some of the most valuable categories of 


the Italian middle classes. 


In ” Italian Tax Policy” Prof. Cesare Cosciani makes a reasoned survey of the 
intricate net-work of fiscal measures taken by the Italian Government in the last few 


years. This study, with its references to the several laws and special measures, will be 





useful to the reader desirous of information on the superstructures added to the Italian 
tax system as a result of the war, on the impediments placed in its way by inflationary 
forces, on the steps and the provisions taken to offset them, on the reasons for their 
success or failure, on the progress so far made in spite of the many difficulties, on the 
principal problems that still have to be solved. This is an aspect of Italian reconstruction 
now entering on a decisive phase with the application of the ‘capital levy and with the 


expected beginning of the work for a general fiscal reform. 


Two articles—by Prof. Amedeo Gambino and by Dr. Marcello Mancini—and an 





editorial survey illustrate some banking problems now being much discussed in Italy 
in view of their reactions on national finance, economic recovery, and the monetary 


situation. Substantially, the aim of these discussions is to find the means of conciliating 








the needs of the Treasury with those of the business world and to secure a more 


systematic credit policy to be inserted as part of a general plan for blocking inflation. 


In the first article, " The Italian Money Market and the Financing of the 
Treasury”, Dr. Mancini outlines the contribution made by the Italian banking system 
to financing the Treasury, and the devices and the circumstances that favoured its 
development. The business revival, by competing for bank loans, has of late weakened 
to a marked degree the position of the Treasury. This has given rise to new problems 
and to a proposal for a system of reserve requirements which would assure the Treasury 


a steady flow of funds during this critical period. 


In the second article, Prof. Gambino makes a specific analysis of ” Recent Deve- 
lopments in Banking Activity in Italy”. The A. emphasises the exceptional intensity 
and rapidity of the variations that have occurred, above all since the first quarter of 1946, 
in the expansion of both bank credits and bank deposits. Considering this experience 
within the framework of notions now generally accepted, he expresses the opinion that 
the expansion of bank money, favoured by an,active credit policy, has contributed to 
accentuate in Italy the inflation due to the growth in the volume of note circulation. 
This period of easy money has been followed by one of financial stringency, calling 
attention to the need of securing a better co-ordination and smoother working of the 


credit control mechanism. 


In an editorial " Survey of the Italian Monetary Situation”, the conclusions of 
Prof. Gambino and Dr. Mancini are summed up with some further indications and are 


completed by a brief glance at other important factors affecting the situation. 





The Banca Nazionale del Lavoro assumes no responsibility for opinions or facts stated by authors 
whose contributions are published in the present Review. 


All communications regarding the Review should be addressed to Banca Nazionale del Lavoro, 
Ufficio Studi, Roma, Via Vittorio Veneto 119. 


Editor: Dott. Luic1 Certani - Ufficio Studi, Banca Nazionale del Lavoro 





Autorizzazione Pref. di Roma N. 1287/A-428 decreto 533 del 19 aprile 1947 


Stabilimento A. Staderini - Roma, Via Crescenzio 2 
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On National Income 


by 


CORRADO GINI 


|. — The National Dividend and Net Produc- 
tion, 


The studies on national income made dur- 
ing and since the last war, have been characte- 
rised not only nor more especially in Italy, but 
also and no less in foreign countries, by dis- 
cussions on the concept of income and its con- 
tent, discussions which may at first sight strike 
one as mere theoretical subtleties, but which 
are really, even if viewed from a practical stand- 
point, of fundamental importance. 

But—we may be tempted to ask— did not 
these men of science who have so long racked 
their brains to express in lire or dollars, in 
marks or pounds, in crown or francs, the 
national incomes of their countries, know what 
they were about ? Now that they feel the need 
of defining the meaning of their calculations, 
they are faced by essential divergencies. 

As a matter of fact it almost always hap- 
pens that a science accepts at first a current 
terminology, without enquiring too closely into 
its meaning, and it is only later on, as the need 
is gradually felt, that it proceeds to accurate 
distinctions. 

But in the case of the concept of national 
income, discussions are due above all to the 
fact that the point at issue relates to a notion 
introduced to describe the normal operation 
of the economic activity of a society and un- 
able to adjust itself to the pathological condi- 
tions of war and the post-war period without 
making essential elucidations, qualifications and 
distinctions. 

* * * 


As commonly understood, the income of 
a country is represented by the steady flow of 
goods received during a year by the nation, 





which remain available, after providing for 
the reintegration of the capital. This flow con- 
sists both of material objects (goods in the strict 
meaning of the word) and services. Reinte- 
gration refers both to the productive goods on 
which future income directly depends, and to 
goods for immediate enjoyment, which can al- 
ways be exchanged for productive goods, and 
which therefore form a reserve of the produc- 
tive apparatus. Reintegration is necessary to 
assure that continuity of the income which is 
one of its essential characteristics. 

Under normal conditions this reintegration 
may be considered as represented by production 
costs, and the income thus practically coincides 
with net production. This does not mean that 
other liabilities in addition to production costs 
may not occur, such as losses and physical de- 
terioration affecting goods which do not con- 
tribute to production or even affecting goods 
which contribute to production but are inde- 
pendent of it, as also the depreciation of plants 
and instruments and of consumption goods 
caused by the general progress of technique or 
by discoveries made in other countries or by 
changes in consumer tastes. But under normal 
conditions they are presumed to be offset, even 
if only approximately, by advantages, likewise 
independent of the productive activities of the 
nation, such as the appreciations which, more 
especially in the case of the natural resources at 
the disposal of the nation, arise from the dis- 
coveries and technical improvements of other 
countries, and those which, in the case of con- 
sumption goods and, indirectly, in that of pro- 
duction goods, arise from a larger request, due 
to fashion and also those which occur in the 
course of time—as, for instance, in the case of 
forests and trees—, independently of any hu- 
man labour. 
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* * * 


In abnormal times, whether favourable or 
unfavourable, matters stand otherwise. 

I have already had occasion to say, after 
the other war—and the expression was well 
received—that the measurement of the national 
income is like the weighing of bodies, which 
can only be done directly under static condi- 
tions. The obstacles in the way of so doing 
arise, however, not only from the difficulty 
of determining the prices and quantity of the 
individual products, to which I then specifi- 
cally referred, but also, and in some cases yet 
more, from the difficulty of taking into due 
account and appraising those factors of income 
which are foreign to production, when such 
factors acquire decisive importance. 

When a population is in a period of rapid 
development which confers value on the avail- 
able goods, or in periods when geographical 
discoveries of great importance open new out- 
lets to national economy, or in countries in 
which a persistent lowering of the level of the 
waters is constantly making new lands avail- 
able to the farmers, or when a progressive im- 
provement of the climate increases the fertility 
of the cultivated land and the extension of the 
area suited to cultivation, or when huge war 
booty or tribute from dependent territories 
flow constantly toward a victorious country, 
as occurred in the case of ancient Rome or of 
Spain at the beginning of the modern era, the 
national income may largely exceed net pro- 
duction. 

Viceversa, when the population of a coun- 
try declines, or when its usual export markets 
or sources of raw materials are closed to it, or 
when climatic, telluric, maritime or volcanic 
agencies progressively eat into the cultivated 
area or reduce its yield, or when wars and in- 
ternal struggles bleed the nation, the national 
income may remain far below net production. 

The advisability, when determining the na- 
tional income, of taking into account occasional 
contributions or losses such as war booty or 
tribute secured once for all, or, viceversa, an 
indemnity which has to be paid once for all, 
or the losses caused by a war or a revolution 
or a cataclism, may seem more doubtful. 


It may be objected that the aforesaid active 
or passive items, which are foreign to produc- 
tion, should be considered not as income but 
as capital items. Now, there can be no doubt 
that they refer to the capital account; but that 
account is not independent of the income ac- 
count. Items cannot be passed to the former if 
the latter has not first been balanced, as is ex- 
plicitly noted in the definition of income above 
given. From this, indeed, we deduce that a 
preliminary condition for computing income is 
the reintegration of capital. Therefore, any 
loss must be repaired before the assets obtained 
from production can be computed to income, 
while the occasional contributions that increase 
the capital, indirectly affect income in so much 
as they offset the liabilities inherent to produc- 
tion, and to the extent to which they offset 
them they make it possible to dispense with 
the need of making the usual deductions from 
gross production in order to reckon net income. 

For the purpose of determining income, 
and for several other purposes also, a national 
community is considered to be like a company 
with its shareholders, its business partners, and 
other participants who make it a contribution 
both of capital and labour. The ” national 
dividend” or ” social dividend” is the name 
usually given to income in British economic 
literature. It is not a merely formal analogy; 
indeed it is difficult to see how a human com- 
munity productive of income could be pro- 
perly described by any other word than ” com- 
pany”. The word ” community” is evident 
ly too general. One cannot, on the other hand, 
speak of population, nor of country, nor of 
State, as each of those words stresses one factor 
(respectively the demographic, the territorial, 
the juridical) which is not essential, while the 
economic factor, which is essential, is precisely 
stressed by the word ” company ”. 

Now, the question that presents itself in 
the case of income is matched by a similar 
question that presents itself for all company 
dividends: it may indeed be said that the for- 
mer is only a special case of the latter. And in 
the case of the latter the point is unanimously 
solved both by theory and by practice. 

One cannot indeed speak of distributing 4 
company dividend unless there has been a real 
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profit, i.e. a credit balance, and, if the com- 
pany’s capital or reserves have been drawn on, 
they must be reintegrated before proceeding to 
the distribution of a dividend. This distribu- 
tion is often suspended and the net proceeds 
used for the reintegration of the company’s 
capital, and sometimes not only for one year 
but for as many years as may be required to 
allow of complete reintegration. 


* * * 


Those writers who have refused to accept 
these coherent deductions from the definition 
of income, and who have preferred to deduce 
income from net production, even in patholo- 
gical periods, have soon found themselves in- 
volved in inextricable difficulties. 

An instance of this is offered in one of his 
recent works by Pigou (1) who must at once 
admit the need of taking into account not only 
the costs of production but also the wear and 
tear of plant due to lapse of time even when 
not in use, and of the losses it suffers from ac- 
cidental causes such as fire. He suggests as 
a practical solution that the depletions of ca- 
pital against which business men insure them- 
selves formally or informally, but not others, 
should be deducted from gross income before 
net income is reckoned. But business men in- 
sure against all possible losses, including those 
arising from war, such as submarine action 
and bombardments. 

Another difficulty Pigou has to meet is that 
of the cost for maintaining intact the human 
capital, that is to say of the production costs 
of labour force — and of this we shall speak 
further on. And a third arises from the de- 
preciation of plants and of stocks of goods in 
dealers’ hand, due, apart from any physical 
wear and tear, to obsolescence consequent to 
technical improvements or the altered taste of 
the consumers. To meet the latter, Pigou sug- 
gests that no variation be made in the valua- 
tion of capital and income as long as the ma- 
terial remains physically intact, and to take 
account of its obsolescence under the heading 
of depreciation only when the material is 


(1) A. C. Picou: Income. An Introduction to Economics. 
London, Macmillan, 1046. 





thrown out and discarded, this discarding be- 
ing equivalent to wear and tear; but this solu- 
tion is obviously unsatisfactory as it would lead 
to maintaining intact the valuation placed on 
the capital and income, when they are, as a 
matter of fact, depreciated. The author him- 
self, moreover, ends by admitting the differen- 
ces of opinion existing on this matter and obser- 
ves that, after all, definitions are, as a rule, dic- 
tated by convenience, so that one cannot say 
that a definition is more accurate than another, 
but only that it is more convenient. 

It is precisely by respecting this wise remark 
that we are led to recognize the need of draw- 
ing a net distinction between net production 
and national income in the sense of social di- 
vidend, as the identification of the one idea 
with the other presents, from a practical point 
of view, dangers on which I have had occasion 
elsewhere to throw light (2). 


Referring to the problems now weighing 
on our country, I then considered another ob- 
jection. 

It may be said that, when the capital of a 
commercial company is impoverished or des- 
troyed, it need not necessarily be reconstituted; 
the company may very well reduce its capital 
or dissolve and reorganise on a more limited 
basis. Therefore, as our former Italy has lost 
the war, she may be wound up and a new, 
more modest, and poorer Italy may be set up 
in her place, resigned to the losses suffered. 

But such a manner of considering the prob- 
lem—I replied—is fundamentally mistaken. 

The old organicist school—in spite of its 
many exaggerations and sometimes puerile ar- 
tificialities—had one great merit, which re- 
deemed all its faults, that of having shown the 
indissoluble tie which binds together the several 
organs and apparatus and the several functions 
of our modern society, in such wise that one 
of them cannot be destroyed or injured with- 


(2) See the lecture Intorno al reddito e alla capacita di pa- 
gamento dell’Italia nell’ora presente, published in *’ Economia 
e¢ Commercio’’, N. 4, Rome, 1946. - Spanish translation in 
’* Anales de la Academia de Ciencias Economicas *’, Series 24, 
Vol. IV (No. 3), Buenos Aires, 1946. 
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out endangering the operation of the whole 
system. This is a truth which has been taken 
up again and developed by the neo-organicist 
school with special reference to the civilised 
peoples, applied by the functionalist school to 
primitive societies, and extended by the ecolo- 
gical concept to all communities of living 
beings. 

Nations are not, indeed, like commercial 
companies, the artificial creations of man; they 
are organisms deeply rooted in history, and 
have their vital exigencies and characteristics. 
They either live and gradually reform their 
capital, or they cannot reform it and they die. 
What, should we say of a doctor who, when 
treating a patient who has lost half his weight 
during an illness, were to calculate his need 
of food without taking into consideration the 
need of making up for his loss of weight ? In 
the case of nations, I have already noted on an- 
other occasion that the curves of the growth 
of wealth of modern countries, if considered 
over intervals that are not too short, reveal a 
movement practically independent of the wars 
each country has fought and show ro substan- 
tial difference as between countries that have 
fought most often and those which have been 
almost entirely exempt from war. Such coun- 
tries are those which have survived in the 
struggle for life and which, after each war, 
have reconstituted, more or less easily, or more 
or less laboriously, their wealth. ‘Those that 
have been unable to do 30 have disappeared 
from the stage of history. 

Italy had at last reached—at no very high 
level indeed—her economic equilibrium, as de- 
termined by her territory, her climate, the 
number and quality of her inhabitants. The 
territorial amputations to which she is now 
compelled to submit—painful and unjust and 
certainly injurious as they are—will not how- 
ever be able to modify fundamentally those 
conditions (just as they were not fundamentally 
modified by the territorial aggrandizements, 
more conspicuous than the present amputa- 
tions, that followed the victory of 1918) and 
she will recover her equilibrium at a level not 
essentially diverse when her national capital 
will have been substantially reintegrated. 

Nor is it any use to say that there are many 


countries in the world poorer than Italy which 
are yet living and vital. Indeed each nation, 
like each organism, has its own equilibrium. 


There are sound and robust persons who 


normally weight 50 kgs.; this does not mean 
that an individual who normally weights 
80 kgs. can reduce his weight to 50. His 
organism cannot live at a weight of 50 kgs. 
and, if temporarily reduced to that weight 
by illness or starvation, he will either recover 
his equilibrium within a short period or he 
will die. 
** * 


The above considerations are not without 
practical consequences for the present condi- 
tions of Italy. 

The first practical consequence is that re- 
construction should be the first and foremost 
thought of the Government and should have 
priority over all its other preoccupations. It 
is now evident that, as it now is, the national 
organism cannot live. The economic balance, 
though slowly improving, is still a deficit one, 
as production is not sufficient to offset consump- 
tion, and so long as the economic balance- 
sheet closes with a deficit it is vain to hope that 
the financial balance-sheet can be rehabilitated. 
Under present conditions, the immediate care 
of the Government should be directed not to 
improving the financial balance-sheet, exhaust- 
ing more and more by excessive taxation, or 
yet worse by capital levies, the economic ba- 
lance sheet,—such an improvement can never 
be anything but deceptive and, in the most 
favourable hypothesis, temporary—but to give 
once more to the country its normal produc- 
tive power by repairing, even if at the cost of 
further financial sacrifices, the losses suffered. 
It may be that, if this is not done, the restora- 
tion of the equilibrium will only be delayed, 
but it may be that our economic organism will 
be unable to stand the strain and will disinte- 
grate — and we all feel that this possibility is 
far from being a mere fantastic supposition. 

The second practical consequence is that to 
consider to-day, under these conditions, the 
possibility of paying indemnities or reparations 
to foreign countries in another form than that 
of the surrender of materials which do not 


——- ee eee. Bo ee CUklC Kl elClCU CO 





hat 


not 


On National Income 67 


yield an income, is a pure delusion. And the 
victorious and creditor countries must convince 
themselves that such action would be equiva- 
lent to killing the goose in the anxiety to get 
at the egg. 


But,—it may be said—if there cannot be a 
dividend before the capital is reintegrated, the 
net product, before being assigned to consump- 
tion should be used in its totality to reinte- 
grate the national capital. Now, how is it pos- 
sible to entertain the idea that the population, 
while awaiting the reconstruction of this ca- 
pital, should remain without supplies of food, 
clothing, dwellings ? Would not this be the 
practical consequence of the above stated no- 
tion and one which clearly shows that it is un- 
acceptable ? 

No, it is not—comes the answer—if human 
beings are considered as a capital asset along 
with the movable and immovable capital of 
the country, and if therefore the expenses in- 
curred for food, clothing, shelter, professional 
education of the people are deducted under 
the heading of working expenses or amorti- 
sation costs from gross production in reckon- 
ing the net. 

Pigou disputes this deduction—and this is 
the second of his considerations on which I 
promised to return—and he points out that, 
even if man-power were not availed of for 
production, the cost of its maintenance would 
have to be met in the main, and consequently 
the wear and tear of human beings, that other- 
wise would be allowed to take place, should 
be reckoned as a capital loss having nothing 
to do with income. 

It is easy to observe that not only in the 
case of human beings but in that of all plants 
productive of power, the costs—differing in 
this from what happens in the case of plants 
productive of material objects—continue wheth- 
er the power produced be used or not, nor 
does this provide a reason for not deducting 
such costs from gross production when reckon- 
ing net production. Therefore, the fact that 
the cost of operating electric power-plants is 
not substantially reduced by the fact that the 
power is not utilised would not appear to be 





a good reason for not including such costs in 
those of production. But a still closer analogy 
can be found in the case of draft animals 
which, precisely as in the case of human work- 
ers, continue to consume, even if a little less, 
when their energy is not used, whereas if they 
were not suitably fed and sheltered they would 
depreciate, entailing a loss of capital. And yet 
closer is the analogy in the case of slaves. A 
former slave owner, like a modern breeder of 
cattle, or horses, or dogs, or sheep, or camels, 
would have been or would be amazed should 
anyone, arguing as Pigou does, have tried .to 
convince him that the food and shelter, and 
may be the cost of blankets and other protec- 
tive clothing, should not have been reckoned 
in the costs of breeding or operating. 

It is therefore clear to any one who reflects 
on the matter that, if one wishes to proceed 
correctly and coherently, one must deduct from 
gross production, along with working expen- 
ses and those for the amortisation of movable 
and inamovable capital goods, also the analo- 
gous expenses incurred for the human capital, 
so as to obtain the real net production, which 
should be that part of gross production an- 
nually allocated for expenditure on optional 
consumption, or else saved. 


* * * 


The practical consequences of this disser- 
tation may be summed up in the conclusion 
that the portion of production available for 
optional consumption and for savings should 
now be wholly devoted to reconstruction, rather 
than to any other form of accumulation or to 
optional consumption. 

Today, unfortunately we see that just the 
opposite is occurring in Italy. 

Cinemas and theatres are crowded and new 
ones are constantly being opened; sea-side and 
holiday resorts are full to overflowing; masses 
of people attend sporting competitions and a 
still larger mass are anxiously awaiting the re- 
sults. Their anxiety is not a disinterested one, 
as new forms of betting are being devised 
which yield sums that may strike one as a 
crazy. The multiplication of legal games is 
matched by that of illegal ones. Of crops, 
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those of the grape and the tobacco plant are 
some of the most profitable and they are there- 
fore being enlarged. All these forms of pro- 
duction entail a growing waste of activity, and 
therefore of wealth, at the very moment when 
the need of its rational employment would be 
most urgent. And no employment could be 
more rational at the present time than that on 
reconstruction. The State, unable or incapable 
of taking direct action in this matter, should 
at least have the possibility, as it has the duty 
and the interest, of directing the activity and 
the wealth of the country towards reconstruc- 
tion; but instead, allured by the greater ease 
with which it can tax such wasteful activities 
and collect the taxes on them, far from oppos- 
ing, it encourages them, following in this field 
also, which is of such vital importance, that 
line of least resistance which in Italy has been 
and is the characteristic feature of the unfor- 
tunate post-war policies. 

I do not deceive myself that the voice—un- 
fortunately an isolated one—of a man of study 
will avail to modify a whole tendency and to 
stop the avalanche, but I should feel that I 
was failing to perform my duty were I not 
on this occasion also to speak with absolute 
frankness. 


II. — The materialistic concept and the func- 
tional concept of income. 


The current definition of income above re- 
ferred to lends itself to criticism. It is indeed 
inclusive of heterogenous elements: goods in 
the strict meaning of the word, bodies, i.e., 
material objects, on the one hand; services on 
the other. Nor is this all; it entails, at least so 
it would seem at first sight, a duplication. For 
material goods are such in so far as they are 
suited to render us services; their value, indeed, 
is nothing else than the sum of services duly 
discounted that is expected from them. Now, 
while in our estimate of the material goods 
annually produced and included in income, 
we compute the present value of the services 
they will render in successive years and some- 
times in the year itself, we shall also compute 
in the income the value of the future services 


they will render in the future. Thus, a house, 
which is added in the course of the year to 
house property capital, is part of the income; 
but we compute in the income also the rent 
for the house which may in some cases be ob- 
tained in that very year, and in any case in the 
following years. 
** % 


To avoid such duplication two solutions 
have been suggested, matched by two hetero- 
dox definitions—each more restricted than the 
current one—of income. 

One of these definitions would make in- 
come include only material goods; income, that 
is to say, is represented by the annual increase 
of wealth. 

According to the other, income is repre- 
sented by services only, services—of course— 
provided both by material goods and by per- 
sons. 

The first concept is that proposed by Fell- 
ner and accepted by all, or nearly all, the Hun- 
garian statisticians (2); it has been called the 
” materialistic” concept of income. 

The second may be called a ” functional ” 
concept of income; it is the concept suggested 
by Irving Fisher (4), but, notwithstanding the 
eminence of its author and the skill with which 
he presents it, it has not had a following. In 
the debate held before the Royal Statistical So- 
ciety of London in 1934 (5) on the measure- 
ment of income, on the occasion of the first 
centenary of the Society, neither the reporter, 
Sir Josiah Stamp, nor those who took part in 
the discussion, ever took this concept into con- 
sideration. 

But with a little good will, we find that 
both these concepts can lead to generalisations, 


(3) F. v. Fetuner: Die Schitzung des Wolkseinkommens, 
** Bulletin de 1’Institut International de Statistique ’’ Tome XIV, 
3me Livraison, p. 109 et seq.; Das Volkseinkommen Oester- 
reichs und Ungarn, ”’ Statistische Monatschrift ’’, XXI_ Jahr- 
gang, 1917. 

(4) The Nature of Capital and Income, New York, Mac- 
millan, 1919. 

(5) See Methods Used in Different Countries for Estimat- 
ing National Income - a discussion opened by Sir J. C, Stamp 
** Journal of the Royal Statistical Society ’’, part III, 1934, and 
A Discussion on Methods Used in Different Countries for Esti- 
mating National Income, continued by Prof. A. L. Bowley 
and others, Ibidem, Part I, 1935. - A single extract was made 
of the Report and the discussion by the R. Stat. Soc. of London. 
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and can thus be brought back to the current 
concept. 

Services are indeed exchangeable, either 
directly or by means of money, for material 
goods. They can therefore be considered po- 
tential, material goods and, for economic pur- 
poses, can be held equal to real material 
goods. 

On the other hand, the value of material 
goods arises, as has been said, from the sum 
of the present value of their future services. 
They are—it may be said—potential services 
and can, for economic purposes, be held equal 
to real present services. 

Income may, therefore, be defined as the 
sum of effective and potential material goods 
produced within the year, or also as the sum 
of effective and potential services—the latter 
being duly discounted—on which the commu- 
nity can count in the course of the year. And 
the two definitions—the materialistic and the 
functional—are thus found to coincide with 
the current definition of income. 


* * * 


As to the apparently heterogeneous cha- 
racter of the elements entering into the cur- 
rent definition of income, it mav be eliminated 
by introducing, side by side with the concept 
of ” static” goods, 7.e. of useful or rather de- 
sired bodies, the concept of ” dynamic ” goods, 
i.e. of useful or rather desired events (6). These 
desired events consist in the modifications 
which we wish, in material bodies or in per- 
sons. Modifications of material bodies are 
the material objects produced during the year 
and forming one of the component parts of 
the income; modifications of the said material 
goods, or of our persons, are also the services 
—teal or personal respectively—flowing during 
the year which form the other component part 
of income. It should be added that the modi- 
fications considered are not modifications as 
compared to the preexisting condition, but as 


(6) For the concept of static and dynamic goods see C. Gint, 
Sur les fondements des évaluations de la richesse nationale, in 
"Revue de I'Inst. de Statistique’, 1943, and Obbiezioni 
economiche alle valutazioni della ricchezza nazionale, in *’ Gior- 
nale degli Economisti ’’, March-April, 1946. 





compared to a condition which would have ex- 
isted had the event not occurred; thus the real 
service which the dwelling house renders us, or 
the personal service rendered us by the doctor, 
are directed to preserving the preexisting con- 
ditions of our organism, but they modify the 
conditions which would have arisen had we 
not been able to avail ourselves of the services 
considered. 

Income may thus be defined as the ensem- 
ble of the desired events which occur in a unit 
of time. If we add that these events must 
have an exchange value, we pass on from the 
broader—hedonistic—concept of income to the 
narrower—economic—one, usually considered 
by political economy and which is at the basis 
of the statistical computation of income. 

In opposition to the materialistic and func- 
tional concepts of income we may call this the 
” transformist ” concept. 

It should be noted that every desired event 
which has an exchange value, is or may be a 
receipt. If the notion of ” receipt” be extend- 
ed to cover not only actual but also potential 
receipts, the definition just given of income will 
become equivalent to that of receipt (net of 
course of costs) from which the notion of in- 
come is historically derived, as is shown by the 
etymology of the word (Einkommen, income), 
by which it is designated in several languages. 
It is thus made evident that the determination 
of the income obtained, by the so called 
real method through the valuation of de- 
sired events, cannot but coincide, when all 
events are taken into due account and double 
computations are avoided, with the determi- 
nation obtained by the personal method of 
considering the sum total of the net receipts 
of the several recipients. 


* * * 


We have thus coordinated the antagonistic 
concepts of income and we have also elimi- 
nated the heterogoneous character of its sev- 
eral elements. But we have not eliminated 
the duplication, or apparent duplication, above 
pointed out. That difficulty indeed remains. 
Every modification of durable material goods 
has indeed an exchange value in so far as 
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further modifications of material goods or of 
persons are foreseen as a result thereof, mo- 
difications desired by individuals and appre- 
ciated by the market, and, if we include the 
value of that first modification in our esti- 
mate of income, we should not include the 
value of these others except to the extent in 
which the latter are not included in the 
former. 

Now it is indeed true that in estimating 
the value of the desired modifications arising 
from material goods, we also estimate the 
value of the desired modifications, to which 
they will give rise in the future, with a dis- 
count and not integrally, but in order to avoid 
duplication we should, when the foreseen mo- 
difications occur, estimate only the value of the 
part discounted and not their whole value. 

What is the answer of the economist and 
the statistician ? The answer is that the eco- 
nomist describes and the statistician measures 
human conduct, but neither of them can or 
should attempt to modify it. 

Human psychology is undeniably so consti- 
tuted that we enjoy things twice over, first 
through expectation and then through realisa- 
tion. The farmer tastes in advance the pleasure 
he will derive from the fruit crops ripening on 
his farm or from the money he will receive for 
them. Therefore he is attached to his farm and 
appreciates it at its full worth; but, when the 
fruit has ripened, he would certainly consider 
anyone eccentric who should come to him and 
say, just at the time he was enjoying a ripe 
peach: ” you cannot enjoy it, because you have 
already discounted the pleasure it will give 
you when you appreciated the value of your 
farm”. Enjoying the ripe peach he undoubt- 
edly experiences pleasure—and all the econo- 
mist can do is to note the fact; just as he un- 
doubtedly experienced pleasure when he was 
looking forward to the crop—and this also the 
economist can only register as a fact. 

When the utility expected from durable ma- 
terial goods consists in the production of other 
durable material goods, the case is one not of 
duplication but of multiplication. The new 
vein of ore in the mine which is discovered ac- 
quires value from the expectation of the mi- 
neral which will be extracted from it; which 


in its turn will acquire value from the expec- 
tation of the instruments to be made from it; 
in their turn these instruments will acquire 
value from the expectation of the buildings, 
or the machinery, or the furniture they will be 
instrumental in making, or of the game they 
will be instrumental in shooting. 

The conclusion we come to is that wealth 
is multiplied by expectation. 

It is a conclusion of fundamental practical 
importance. In the midst of the most abun- 
dant natural resources, primitive man is poor 
because he is unable to foresee their utility, 
On the other hand, the more clearly a civilised 
man can foresee the future utilisation of the 
goods at his disposal, the richer he will be. 
Hence the economic importance of social or- 
der depends not only, and: not so much, on 
the fact that it facilitates the production of 
new goods, but also and above all on the fact 
that it confers value on pre-existing goods and 
on those of new production. In periods of 
uncertainty as to the future, the remuneration 
paid to work increases as compared to the 
value of capital, and some may be inclined to 
ascribe this to a fuller recognition of the im- 
portance of work and rejoice at it as a symp- 
tom of social progress, This is a mere delu- 
sion. In such periods work is far from yield- 
ing more; on the contrary, as a rule, it yields 
much less; what does lower is the value of ca- 
pital as a result of uncertainty as to the fu- 
ture. If wealth were expressed in working 
units—i.e. if it were expressed in terms of the 
value of a product obtained by a normal 
worker in a given unit of time,—after all the 
most plausible standard of measurement—t 
would be found that in such periods society is 
enormously impoverished. Each of us can 
draw conclusions from this as to the present 
situation. 


III. — Nationale Income and Taxation. 


The growing burden of taxation brings 
once more to the fore with heightened interest, 
the question—no new one but one not yet sol- 
ved to the general satisfaction—whether taxes 
should or should not be included in the na 
tional income. 
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The question was considered in 1934, on 
the occasion of the XXII session of the Inter- 
national Institute of Statistics and of the cen- 
tenary of the Royal Statistical Society of Lon- 
don. 

In calculating individual income it had 
been customary in the past not to deduct the 
taxes levied on them, considering them as the 
equivalent of the services rendered gratuitously 
to citizens by the State, and comparable to the 
wage paid by a master to his servant, to the 
cost of the railway ticket for which the tra- 
veller pays to make an excursion, and so forth. 

This theory was set forth by W. C. Mitchell 
and S. Kuznets in a communication, Current 
problems in measurement of National Income, 
submitted at the aforesaid session of the Inter- 
national Institute of Statistics (7), and by Pro- 
fessors Landmann and Wagemann in their 
observations which, as members of the Com- 
mittee on wealth and income set up by the In- 
stitute, they communicated to me with a view 
to the report which, as reporter of the Com- 
mittee, I had to make on the subject, as also 
by Colson, another member of that Commit- 
tee, in his Cours d’Economie Politique, to 
which he called my attention for the purposes 
of the aforesaid report. 

From the point of view we are here cons- 
idering, the procedure, which consists in calcu- 
lating private individual incomes net of taxa- 
tion, but including in the national income all 
State expenditure on goods and services, is only 
a variant of the above, although, from the prac- 
tical stand point, it may present advantages to 
which Mitchell and Kuznets called attention. 

At the basis of this procedure, as of the 
other, lies indeed the admission that all State 
services represent for the citizens a source of 
well-being which makes an addition to the 
other sources of income. 

I made a stand against this point of view 
in the preliminary report On some circum- 
stances that in modern times tend to make the 
increase of national income appear larger than 
it really is, which as Reporter to the Commit- 
tee, I submitted at the aforesaid session (8). 


(7) See *’ Bulletin de |’Institut Intern. de Statistique ’’, 
Vol. XXVIII, 2nd number, 1935, p. 280 et seq. 
(8) See Di alcune circostanze che nei tempi moderni ten. 
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This point of view—I observed—is cer- 
tainly justified in so far as State services do 
not give rise to an increase of receipts, just as 
the service of the servant, or the visit to the 
museum, or the railway trip do not give rise 
to an increase of receipts. This indeed is very 
often the case, as when the yield of taxation 
is applied to works of embellishment or per- 
sonal services (school meals, free dispensaries, 
etc.); but in those cases in which the yield of 
taxation is spent in such wise as to increase 
receipts both real and personal, or reduce costs, 
there is duplication as far as this quota is con- 
cerned. Now, this happens for that part of 
State expenditure which is perhaps the most 
important, such as bounties to production, sub- 
sidies to the unemployed, the service of the 
national debt, most public works (roads, rail- 
ways, bridges, canals, ports, etc.), in as much 
as they cause an increase in trade and raise 
the income of adjacent lands, and the expen- 
diture incurred to guarantee the safety of 
things and persons. 

As regards that part of taxation, the- 
amount of the taxes would be deducted from 
receipts for the purpose of reckoning income, 
as it should be considered as a production cost 
and not as a distribution of income; just as 
one deducts the cost of the railway ticket when 
the journey is made not as a pleasure excursion 
but as a business trip; just as one deducts a 
tax (for instance, the cost of a licence), if it is 
a necessary condition for the production of 
income. 

Compulsory contributions, as for instance 
those to vocational syndicates in the States or- 
ganised on the corporative system, must of 
course be considered on the same footing as 
taxes. Nor can voluntary contributions be 
considered otherwise for the purposes we are 
considering. Indeed, the point of importance 
is not whether they are obligatory or facultative, 
but whether they have or have not the effect 
of increasing receipts. Such is not, for ins- 
tance, the case with subscriptions paid to cul- 
tural, sporting or social societies, as the enjoy- 


dono a far apparire l’incremento del reddito nazionale maggiore 
del vero (Italian text and French translation) °’ Bulletin de 
l'Institut Intern, de Statist.’’, Vol. XXVIII, 2nd number, 


1938, p. 248 et seq. 
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ments obtained from them, if they should, 
theoretically, be computed in income, are not, 
as a matter of fact, estimated in the calcula- 
tion of the receipts. It is however the case 
with the contributions paid to such associa- 
tions as those for land-reclamation, water con- 
servancy and distribution etc., in as much as 
the larger incomes from reclaimed lands or 
estates bordering on water courses or using 
such waters, to which they give rise, are com- 
puted in receipts, and would give rise to evident 
duplication were the contributions which are 
the premise for such increases not deducted. 

Invited by the Royal Statistical Society of 
London to set forth, at the meeting held to 
celebrate the centenary of the Society, my view 
on Stamp’s report on Methods used in differ- 
ent countries for estimating national income, | 
called attention, in my remarks, to this distinc- 
tion as an essential one, adding that I did not 
consider it impossible to distinguish in prac- 
tice between the two categories of taxes though 
naturally the distinction could only be a rough 
one (9). 

Commenting on the discussion to which 
his report gave rise, Stamp recognized that 
the distinction I had drawn would be excel- 
lent if one could actually make it, but he ex- 
pressed the opinion that at most tests it be- 
comes quite indeterminate. I shall return 
again to this objection. 

Meantime, it is interesting to note that ten 
years later the same question has been raised, 
again in London, and the same solution I then 
proposed has been brought forward anew on 
the Review ”Economica” by Mr. E. H. 
Stern (10) who apparently knew nothing of 
the reports and communications above referred, 
submitted to the session of the International 
Institute of Statistics, nor of Stamp’s report 
and the discussion to which it gave rise before 
the R. Statistical Society of London (11) — 


(9) See the discussion following Stamp’s report in ’’ Journal 
of the R. Stat. Society *’, Part III, 1939, p. 464 and p. 42 of 
the extract. 

(10) Ernest H. Stern: Public Expenditure in the National 
Income, Vol. I, n. 38, May, 1943. 

(11) Stern quotes instead two works—one preceding the 
other following that discussion—which support the solution 
advocated by him and by me: Das Deutsche Volkseinkommen 
vor und nach dem Kriege. Bearbeitet im Reichsamt, Einzeln- 


and has given rise to interesting controversial 
notes between the author and Mr. K. W. 
Rothschild (12). 

Among the expenditures made by public 
bodies Stern draws a distinction—as I did— 
between those which are in the nature of costs 
of production and therefore form no part of 
the net national income—and those that in- 
crease the comfort of the nation or supply it 
with new goods—and as such are part of the 
net national income. 

This distinction was drawn by Stern on the 
occasion cf the publication of the White Pa- 
pers, Cmd. 6347/1942 and 6438/1943, con- 
taining the estimates for those years of the 
income of the United Kingdom of Great 
Britain and North Ireland. 


schriften zur Statistik der Deutschen Reichs. N. 24, Berlin, 
1932; G. Cotm: Public Revenue and Public Expenditure in 
National Income, in vol. I of the Studies in Income and 
Wealth, published by the National Bureau of Economic Re- 
search, New York, 1937. The solution I proposed in the 1934 
Report was already implicit in the analogous solution men- 
tioned, in relation to the estimates of wealth, in the previous 
report on The Determination of the Wealth and National In- 
come in the Post-war Period, and their Comparison with Those 
of the Pre-war Period, submitted to the XIX session of the 
International Institute of Statistics (Tokio, 1930) (Cfr. ’’ Bullet. 
de l'Institut Intern. de Stat. *’, Tome XXV, 3rd part, p- 358; 
and already previously suggested in the volume L’ammontare e 
la composizione della ricchezza delle Nazioni, Turin, Bocca, 
1914, Pp. 15-17. See also, in this connection, the two essays by L. 
Ernaupt: Del cosiddetto prelievo dell’imposta e dei suoi effetti 
sulla valutazione del reddito e della ricchezza di un paese, in 
** Riforma Sociale ’’, May-June 1929, and La inclusione del 
debito pubblico nelle valutazioni della ricchezza delle nazioni, 
in ’’ Bull. de I’Institut Intern. de Stat. ’’, Vol. XXVIII, Part 
II, 1935, both reprinted in Saggi sul risparmio e l’imposta, 
Turin, Einaudi, 1941. 

Colm’s work is remarkable and so was the discussion which 
followed between Professors R. Blough, J. M. Clark, S, Kuz- 
nets and N. Newcomer, although they all seemed to know 
nothing at all of the authors who had dealt with the matter 
before them. Kuznets in particular expressed the opinion, as 
Stamp had done, that the distinction referred to, which Colm 
advocated, could not be carried out in practice. In this con- 
nection it should be mentioned that the difference between 
Government expenditure which increases private revenues and 
Government expenditure which does not do so, does not seem to 
coincide with the distinction between Government expendi- 
ture beneficial to business and Government expenditure bene- 
ficial to individuals as such, a distinction which, in the dis- 
cussion conducted by Kuznets, is identified with the former. 
Thus, for instance, all expenditure on professional and voca- 
tional education is beneficial to individuals as such and in- 
creases their revenues. 

(12) K. W. Rotuscui.p: Public Expenditure in the Na- 
tional Income: a Note; Ernest H. Stern: Public Expenditure 
in the National Income: A Reply; in « Economica », Vol. XI, 
N. 41, Feb. 1944. 
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The interpretation given by Stern of the 
procedure followed by the authors of these es- 
timates and his consequent criticisms, would 
not seem to be all well founded, if we accept 
the explanations on the procedure followed 
given by Mr. Rothschild, who does not, how- 
ever, contest the good grounds for the objec- 
tion raised about the double computation. In- 
deed, Rothschild affirms that the economic 
statisticians have been aware of this source 
of error, but faced with the extremely diffi- 
cult task of dividing Government expenditure 
into the two above mentioned categories, they 
have decided to regard all public expenditure 
on goods and services as falling in the second 
category and have therefore included it in the 
national income. 

Mr. Stern, in his reply, rightly remarks 
that no warning as to the possibility of double 
counting being included in their evaluations 
was given by the compilors of the White Pa- 
pers, and he. might also have remarked . that, 
even if it be admitted that it is not possible to 
distinguish between the two categories of ex- 
penditure, the solution of considering them all 
as belonging to the second category would be 
admissible only on the supposition that the se- 
cond category was much more important than 
the first, which in my opinion can be contested. 
In the passage of my Report above quoted, 1 
was indeed inclined to accept the opposite opi- 
nion (i.e. that the first category of expenditure 
is the one of most importance) nor have I in- 
deed so far found any reason to change this 
opinion. But Stern thinks, as I thought, that 
it would not be at all impossible to draw a 
distinction between the two categories of 
expenditure, and indeed he quotes a study 
by R. Nelson and D. Jackson entitled Al- 
location of Benefits from Government Ex- 
penditure (13) in which, though for other 
purposes, the Authors showed in the case of 
America the possibility of a detailed separa- 
tion of these expenditures. Stern rightly re- 
marks that the British statisticians are capable 
of similar computations for their country and 
of gradually perfecting them, and the same 


(13) Vol. I of the Studies in Income and Wealth, published 
by the National Bureau of Economic Research, New York, 


1938, 
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can be said, in my opinion, for the Italian 
statisticians: thus I have entrusted to Dr. A. 
Giannone, Assistant of the Institute of Sta- 
tistics of the Rome University, the work of 
drawing a distinction between the two cate- 
gories of expenditure in the case of our budget. 

Undoubtedly, in many cases the division 
can only be approximately made (14), but this 
would not deprive the result of interest and 
significance. It must also be admitted that 
some expenditures appertain to both categories 
and could not be included in their totality in 
one or other category without falling into 
error. 

This is the case for expenditure on public 
safety which, in my report above referred to, 
I included, as Stern now does, in the first group, 
while one must admit with Rothschild that 
they belong both to the one and to the 
other (15). It is more doubtful whether, as 
he affirms, it is impossible to separate them 
into two parts, but this is not the place for 
entering into details on this matter. It need 
only be remarked in a general way that if it 
be impossible to classify the global expenditure 
of some Ministries in one or other category, 
the task becomes much simpler if we consider 
one by one the many items of each budget. 
Thus, for instance, in the case of expenditures 
allocated for national education, Stern classi- 
fies them in general among the expenditures 
on comfort and only in the case of elementary 
education or for the training of skilled work- 
men does he consider that opinions may differ 
as to whether they belong to the ” costs of pro- 
duction ” category or to the ” comfort” ca- 
tegory. It seems to me, on the contrary, evi- 
dent that all expenditures on education of a 
professional character should be included in 
the first category, as they increase the revenues 
of the individual, and that the only education 
expenditures which should be entered in the 
second category are those of a cultural des- 
cription. 

Lastly, it should be noted that, if in the case 


(14) Cfr. the discussion already mentioned of the Stamp’s 
Report, p. 464 and p. 42 of the extract. 

(15) In the above mentioned volume on L’ammontare ¢ 
la composizione della ricchezza 1 expressed an opinion similar 
to that of Rothschild, Cfr. p. 16. 
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of some expenditure it is not possible to classify 
it, that would not make it impossible to arrive, 
with a margin of error, at a result, and to draw 
therefrom reliable conclusions on the relative 
importance of the two groups. 


* * * 


Stern refers to another important point 
when he remarks that there are public expen- 
ditures that are not annually recurring, but 
provide services, the benefits of which are car- 
ried over a number of successive years. The 
part of this expenditures which are in the na- 
ture of production costs should be deducted 
not from the national income of the year or 
years in which they are incurred, but from 
that or those years which benefit by them, al- 
locating them over these in a degree proportio- 
nate to the advantage felt in each year. A ty- 


pical example quoted by Stern is that of war 
expenditure; reconstruction expenditure offers 
another example. The matter is thus linked 
up to that dealt with in the first part of this 
study, i.e. the losses inflicted on the national 
economic apparatus by the war and the need 
of repairing them before reckoning income. It 
is not certain that they can be repaired with 
the net production of one year, nor that, should 
the size of the losses exceed that of the said net 
production, the whole net production of the en- 
suing years should be devoted to repairing them 
until they are completely restored. It would 
be quite admissible to have recourse to a loan 
to be spent on reconstruction, the service and 
amortisation quotas of which should be de- 
ducted from the production of the following 
years in the measure in which each year 
feels the benefits of reconstruction, in order to 
obtain an estimate of the national income. 





Cost of Living, Salaries, Consumption 
and the Situation of the Italian Middle Classes 


by 


GUGLIELMO TAGLIACARNE 


1. The increase in living costs in Italy (1). — 
During the first years of the war it was possible 


to keep the cost of living within reasonable li- - 


mits; but towards the end of the conflict prices 
began to soar rapidly and after the armistice 
they increased even more rapidly. In fact, by 
the end of 1943 the index of the cost of living 
was 4 %4 times that of the pre-war, at the end 
of the following year it had risen to 12 times 
the pre-war, by the end of 1945 it was up to 
25 times, and at the end of 1946 the index 
was 39 times that of the period preceding the 
conflict. Now (index of May 1947), prices 
are 50 times the 1938 level. This means that 
the lira has lost 98° of its 1938 buying 
power: today one has to spend 100 lire to buy 
what in 1938 cost only 2 lire. 

Not all the prices of the various items that 
go to make up a family budget have increased 
to the same extent. The cost of food has in- 
creased 67 times, of clothing 69 times, of heat 
and light 22 times, while sundry expenses have 
increased 24 times. Rents, however, were as of 
May 1947 only 2 %4 times those of 1938. To re- 
alize the smallness of the increase in rents com- 


(1) In Italy various series of index numbers are being cal- 
culated to express the cost of living, with results that differ 
notabily one from another. This is due not only to the different 
methods employed in the calculations but to the irregularity of 
business transactions and the difficulty in obtaining reliable sta- 
tistical reports especially because of the many products and arti- 
cles bought on the black, market. The data referred to in this 


text are based on an average of three indices obtained from the 
following three sources: 1) Economic Service of the Monteca- 
tini Co., Milan, 2) Technical Committee of the Edison Group, 
Milan, 3) National Index of the Central Institute of Statistics, 
Rome, 





pared to the increase in other prices and costs, a 
simple example will suffice: in 1938 the mon- 
thly rent of a working family for an apartment 
in Milan was equal in value to 26 lbs of butter; 
today it is equal in value to 2/3 lbs. 

If total consumption had remained unchang- 
ed in both quantity and quality compared to 
1938, the different increases in the prices of 
the various items of the family budget would 
have increased the percentage of the budget 
going for food, raising it from 51 °%/ (average 
for 1938) to 67 °4 (May 1947) of the total ex- 
penses in the budget. This means that, while 
in 1938 expenses for food absorbed little more 
than half of the total amount spent by a work- 
ing family, today two thirds of all family ex- 
penditures would be required to make the 
same purchases. Clothing expenses, from re- 
quiring 17 °/ (1938) of the total expenditures, 
would now (May 1947) require 26%. The 
part going for rent, which had been approxi- 
mately equal to that fixed for clothing, i.c., 
16 °%/ of the total, appears to have fallen to a 
negligeable consideration, to less than 1 9% of 
the total (2). 

Expenses for food, however, have absorbed 
much more than the above mentioned quota 
of 67°. As was pointed out, this percentage 
is based on the hypothesis that total comsump- 
tion in both quantity and quality has remain- 
ed the same as before the war. But actually, 
the sharp drop in incomes did not allow the 
population to maintain the pre-war standard 
of living; it was forced to make sacrifices 


(2) These figures are based on the cost of living indices 
drawn up by the Edison Group. 
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with consequent restrictions in its habitual con- 
sumption. 

Obviously, reductions can be made more 
easily in the sectors least indispensable, while 
it is especially impossible to reduce in any great 
measure the consumption of foodstuffs. This 
was the case in Italy where food consumption 
was already quite low even before the war. 
Expenditures for food today therefore demand 
not 67 °/ but at least 75 °% of the total expen- 
ses included in the family budget. Clothing 
expenses have decreased to the point where 
they now probably absorb not more than 15 %, 
far less than the above-mentioned 26° re- 
quired had the 1938 consumption been main- 
tained. 


2. The increase in public service costs and 
taxes. — It is interesting to examine the chan- 
ges in the cost of the most important public 
services and certain articles and products as 
compared to the price changes of food and 
clothing. The indices of some of these items 
are as follows: 


REPRESENTATIVE COSTS, MAY 1947 - MILAN OR ROME 


(1938 cost = 1) 


Gas for cooking - Milan 

Electricity for lighting (with met Milan 
Water - Rome . = 
Daily newspaper . 


Subscription for radio broadcasts 
Doctors’ fees - Milan . 

Postage stamps ~ Se 
Railroad fare (3rd class, 100 eed . 
Trolley fare (non-holiday) - Milan 
Taxi fare - Rome . 


Haircut - Rome . 

Public telefone . 

Movies - Rome 

Theatre - Rome , 
Tobacco (controlled price) . 
Direct taxes . 


Average expenses for food 67 
Average expenses for clothing 6y 
Over-all cost of living 50 


Sources: Technical Committee of the Edison Group; UNRRA; 
Central Institute of Statistics. 


It is readily seen that the increases in service 
prices are much smaller than those in prices 
of food, clothing, and the over-all cost of 


living. 


3. Official prices and black market prices. 
— Though the Government fixes official prices 
for a large number of rationed items, in prac. 
tice large additional quantities of these items 
are sold at much higher prices. These are the 
so-called black market or clandestine market 
prices — though there is very little that is clan- 
destine about them, since they are quoted in 
newspapers and even in the official publica- 
tions of the Bank of Italy and the Central Ins. 
titute of Statistics. 

The following examples for a group of food 
products which are consumed on a large scale 
in Italy give an idea of the difference existing 
between the two prices: 


COMPARISON OF OFFICIAL AND ” 
RETAIL PRICES 


BLACK MARKET” 


Rome, May-June 1947 


In lire per kilogram 
Official °’ Black Market” 

Bread 34 195 
Pasta (spaghetti, etc.) 53 278 
Rice 65 242 
Bacon 510 950 
Olive oil 355 838 
Sugar 165 813 
Maize flour 27 70 


Source: Rivista del Commercio, 1947, No. 3. 


4. Prices based on caloric values. — It is 
also interesting to examine the prices of food 
products in terms of their caloric values. Prices 
vary greatly according to the type of food 
from which we obtain the calories necessary 
for existence. From this point of view one 
can divide food products into low-priced and 
luxury foods, the first category including ce- 
reals, the second including especially meat. 
Butter also is relatively expensive as compared 
to olive oil, which can be used in its place. 
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COST OF 1,000 CALORIES OF VARIOUS FOODSTUFFS 


Black market, Rome - June 1947 - In lire 


Wheat flour 52.24 
Maize flour 19.14 
Home-made bread 71.32 
Pasta 73-57 
Rice 68.70 
Beans 60.00 
Lentils 56.46 
Bacon 107.32 
Butter 130.37 
Olive oil 92.96 
Sugar 198.17 
Meat 1000.00 


Source: Calculated by the author on the basis of the caloric va- 
lues of these products as estimated by the Institute of Nu- 
trition of the National Research Council (Rome). 


A diet consisting of only ” polenta” (a 
pudding made with maize flour) would be 
anything but healthy since polenta does not 
contain all the nutrition elements necessary to 
the human body; but apart from this one could 
say that 57,24 lire a day (800 grams of maize 


flour) would suffice to give an active man the 


3,000 calories indispensable to him (expenses 
for cooking and salt should be added). 

-For similar reasons a diet of meat alone is 
no more advisable than one of only ” polen- 
ta”. Furthermore, it is expensive indeed. A 
diet consisting exclusively of meat would mean 
a daily expense of 3,000 lire to provide the 
3,000 calories required by an active man. In 
other words, a meat diet is 52 times as expen- 
sive a diet of ” polenta” 

The poor ignore the scientific principles 
which guide the dietician and they have no 
use for numerical data such as those cited above. 
But in practice, led by instinct and experience, 
they apply the precepts contained in those fi- 
gures. They eat polenta, rice; bread, and pa- 
sta; they choose oil instead of butter; and they 
leave to the rich the meat and other food items 
which are ” dear” in proportion to their ca- 
loric value. 


5. Comparison between the First and Se- 
cond World Wars. — A comparison between 
prices after this war and those after the First 
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World War can be drawn by examining the 
indices of the cost of living in Milan; let us 
begin for the First World War with January 
1919 and for the Second with July 1945. 

Immediately after the end of the first con- 
flict the indices of the cost of living decreased 
and by July 1919 they were down 23 °/. Later, 
prices began to rise so that by December 1919, 
one year after the end of the war, the cost of 
living was back to its January 1918 level. 

In this second post-war period prices have 
followed a somewhat different pattern. Prin- 
cipally, there was no time following the con- 
flict during which prices actually dropped; in- 
stead, there has been a continuous increase, an 
increase which was moderate during the first 
post-war year but which subsequently turned 
into a situation in which prices soured rapidly. 

In both the first and second post-war pe- 
riods the most serious increases in the cost of 
living started in the second year after the end 
of hostilities. The cost of living after the 
First World War reached its highest peak 
during the months of April and May 1921, 30 
months after the end of the war. If in the 
present post-war period prices follow the same 
time development, we may expect the present 
upward movement to continue at least until 
October 1947. Subsequently, if the parallel 
with the first war aftermath continues, we will 
witness a gradual decrease. This decrease in 
the index of the cost of living began in the 
third year after the end of the fighting during 
the first post-war period. Obviously, this com- 
parison between prices then and now can be 
presented as only indicative since there appears 
to be no valid reason for believing that prices 
during the two post-war periods should neces- 
sarily follow the same pattern. 

The greatest difference in conduct of prices 
during the two periods is to be found in the 
extent of their increases. One year after the 
end of World War I the index of the cost of 
living was only 3 %4 times that of 1914, where- 
as one year after the end of the second world 
conflict prices had already increased 26 times; 
two years after the end of the first war the 
level of the cost of living was up 5 times while 
after the second war prices multiplied 50 times; 
the increase in prices during the second period 
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has been 1o times that which took place in 
the first period. 


INCREASE IN THE COST OF LIVING 
IN THE TWO POST-WAR PERIODS 
MILAN 
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INDICES OF THE COST OF LIVING IN MILAN 


World War I World War II 
(1914 = 100) * (1938 = 100) ** 

1919 January 353 1945 July 1802 
April 331 October 2415 
July 271 1946 January 2433 
August 288 February 2429 
September 302 March 2586 
October 323 April 2536 
November 348 May 2529 
December 352 June 2609 

1920 January 378 July 2652 
February 382 August 2817 
March 374 September 2804 
April 392 October 3123 
May 438 November 3430 
June 448 December 3868 
July 441 1947 January 3919 
August 449 February 3842 
September 470 March 4245 
October 489 April 4513 
November 511 May 4930 
December 534 

1921 January 571 
February : 

—. © Eos 
April 578 Milan. 

May 578 

June 505 Source: Economic Service 
July 494 of the Montecatini Co. 


Let us extend our comparison to the va- 
rious items included in a family budget. Two 
years after the end of each world war the va- 
rious items of a family budget were represented 
by the following numerical indices: 


First World War Second World War 
December 1920 May 1947 
(1914 = 100) * (1938 = 100) * 


Food 535 6682 
Clothing 782 6932 
Rent 139 251 
Heat and light 886 2228 
Sundry expenses 604 2438 


* Source: As above. 
** Source: Average of three indices, Montecatini Co., Edison 
Group, and Central Institute of Statistics (3). 


(3) In the preceding data only the indices drawn up by the 
Montecatini Co. were used because those of the Edison Group 
and the Central Institute of Statistics begin at a more recent 
date. 
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If we compare the above figures we can 
see that also after the First World War the 
price of clothing increased more than that of 
food. Rents suffered by far the smallest in- 
creases, in the second as well as the first post- 
war period. 

But an appreciable difference is observed 
in heating and lighting expense. In the pe- 
riod following World War I the cost of these 
services increased more than that of any other 
item, while in the present post-war period 
their increase has been curbed by the price 
control authorities, who were very adverse to 
granting increases either in the cost of gas or 
of electric current. 

The item ” sundry expenses”, because of 
its heterogeneous character, is of less interest 
to our survey. 


II 


6. The reduction in the purchasing power 
of wages. — As was to be expected, wages 
also tended to increase in an effort to keep 
pace with the rise in prices and cost of living. 
The problem of major interest is whether the 
increase in wages was equal to that in prices 
and the cost of living or whether it was high- 
er or lower. 

The first step in this study is to compare 
the rise in wages with that in the cost of liv- 
ing. In the course of this survey we shall find 
that the situation differs for the various cate- 
gories of wage-earners and we shall have to 
distinguish between the various cases, limit- 
ing ourselves, however, to typical examples so 
that we shall not lose ourselves in a long ac- 
counting examining all professions and the hie- 
rarchy of categories. 

For the comparison which we are about to 
make we shall adopt as our base the average 
of the three indices of the cost of living which 
we have used before; according to this base 
the cost of living in May 1947 was about 50 
times that of 1938. 

As of this month the wages of an un- 
skilled laborer, instead of the 50-fold increase 
tequired to keep pace with the increase in the 
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cost of living, had increased only 36 times; 
the wages of a skilled workman increased 26 
times, the salary of a 2nd class employee 19 
times, of a 1st class technical 13 times, and of 
an executive 12 times. (Source: Economic Ser- 
vice of the Montecatini Co.). 

Some important observations are immedia- 
tely obvious : 


a) the increase in the cost of living has 


been greater than the increase in wages; 


5) this divergence becomes greater as one 
moves up the scale from the grade of unskilled 
to those of skilled labor, salaried personnel, 


and finally executive class; 


c) the percentage increase in the wages 
of unskilled laborers has been three times that 
of executives; 


d) while in 1938 the salary of a 2nd class 
employee was three times that of a laborer, 
and that of an executive seven times as high, 
in June 1947 an executive’s salary was but 2.9 
times that of a laborer. This means that bet- 







REDUCTION IN THE PURCHASING 
POWER OF WAGES 


1938 Total area of the circle 
1947 Area of black segment 


PRIVATE INDUSTRY 
Unskilled Labor Executive 


124 Yo 


GOVERNMENT EMPLOYMENT 
Lowest Grades Bureau Head 


120%) 
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ween the salary of an executive and that of. a 
laborer there was not even the differential 
which existed pre-war between the salary of 
a 2nd class employee and that of a laborer. 
(Source: Economic Service of the Monteca- 
tini Co.); 

e) real wages, i.e., wages in terms of their 
purchasing power, have decreased, compared 
with 1938, 24°% for unskilled labor, 46 % 
for skilled, 60 °/ for 2nd class employees, 70 9/ 
for technical 1st class employees, and 72 °% for 
executives. 


While, therefore, the unskilled laborer has 
succeeded in keeping his standard of living 
from being very greatly reduced, the same can- 
not be said af workmen and office-workers in 
the higher categories. It is true that the latter 
received a salary which then was much higher 
than that of a laborer and today still have a 
salary which is little less than three times that 
of a laborer; from the point of view of the 
bare necessities of life they are still able to 
maintain a level of living which differentiates 
them from the laborer. But the phenomena 
resulting from this notable shrinking of eco- 
nomic distances continue to be far-reaching 
and resultant of consequences of the greatest 
importance. 

The above-mentioned trend in wages payed 
by private firms is even more marked for state 
and public service employees. In 1938 the sa- 
lary of a university professor was six times 
that of a porter at the university; today it is 
only twice as high. A department head of the 
Bank of Italy in 1938 enjoyed a salary about 
8 times that of the janitor; by the end of 1946 
it was only 1 4 times as high. 

This ” fan” of wages, moderately spread 
out before the war, has been contracting more 
and more with the worsening inflationary s1- 
tuation and the rise in the cost of living till it 
threatens to close completely. The statistical 
data here mentioned are but a small sample, 
representative of conditions being experienced 
in all grades and sectors of economic activity 
and are evidence of a law that shows itself as 
general in character. 


CONTRACTION OF THE “FAN, OF WAGES 
1938 - 1947 


PRIVATE INDUSTRY GOVERNMENT EMPLOYMENT 
North Italy 1939-1947 1938-1946 
Unskilled Labor=1 Lowest Grades=1 


7. Effects of the equalizing of wages. — 
The trend toward equalizing of wages among 
the various grades of labor has resulted in a 
real displacement of the middle and intellec- 
tual classes. Already the effects of this phe 
nomenon can be seen, effects partially favour 
able and partially unfavourable. 

National income, it will be remembered, 
has decreased 35-40 ° as compared to 1938. 
Even then it was certainly not high. If this 
decrease had been uniformly distributed among 
all classes, leaving unchanged the differentials 
existing when national income was much high- 
er, the conditions of the lowest categories of 
workers would quickly have fallen below the 
starvation level, and their health, resistance, and 
capacity for work would have suffered greatly 
with serious consequences for the whole of so- 
ciety. Instead, the leveling of salaries suffered 
by the upper incomes, thus bringing their living 
conditions closer to those of the more modest 
classes, was not, in general, drastic enough to 
undermine their health or their working pow- 
ers, From this point of view no sensible dam- 
age is felt by society, while under the first case 
the consequences would have been far-reaching 
and serious. 











As a result of the equalizing of wages, con- 
sumption becomes modified at the expense of 
luxury goods or at least of those goods which 
are of less universal demand, being directed 
instead to those more common and standard- 
ized goods that are manufactured at a lower 
cost. Thus, as is necessary in times of low 
incomes and increasing poverty, the produc- 
tion of articles socially less useful is discour- 
aged while that of articles beneficial to society 
is encouraged. In other words, more house- 
hold utensils are manufactured and less per- 
fume, more bicycles and fewer automobiles, 
more shoes and less jewelry, etc. In saying 
this it is not intended to express an unfavour- 
able opinion on certain so-called luxury pro- 
ducts; these can also be useful, especially when 
they utilize otherwise unemployed raw ma- 
terials available in the country (marble, essen- 
ces for perfumes) or the artistic capacities of 
its workers, with a resultant general benefit 
to the nation as a whole; above all this is true 
when there is a possibility of exporting such 
products. 

Another effect of the equalizing trend will 
be that the numbers in the intellectual classes 
will tend to decrease, partly because their years 
of preparation are not being recompensed and 
partly because they lack the means for conti- 
nuing their studies and for dedicating the years 
necessary to the training for a profession. This 
effect will be favourable, up to a certain point, 
if it succeeds in limiting the number of can- 
didates for university and classical studies or 
the number attracted by bureaucratic careers, 
civil service jobs, and professions, all of which 
today are so over-crowded. 

The worsening of the living conditions of 
the middle classes (which include white collar 
workers, the large majority of the independent 
professionals, artisans, merchants, small and 
medium land-owners) as a result of the drastic 
reduction of real incomes has forced the heads 
of families to resort to the supplementary work 
of members of their families, of wives and 
daughters, previously occupied with house- 
hold duties, of young sons, interrupting their 
studies in order to gain another contributor 
to the family income. In this way a large 
number of people who from the point of view 
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of their census status was considered as idle 
(although neither socially nor economically is 
this true since as members of the family they 
do useful work at home) join the ranks of 
the employables. This in part explains the 
large increase in unemployment in Italy, which 
has now reached the 2% million mark, but 
little less than the number in the United States, 
whose population is three times that of Italy 
with a working population of more than 60 
millions. 

This situation also has its repercussions on 
the relations between state employees and the 
State, on the quantity and quality of the work 
of the employees and consequently on the com- 
plex problem of bureaucracy. State and public 
service employees receive salaries which are 
inadequate in terms of either the cost of living 
or their social standards. As a result they 
take on positions hostile to or in contradiction 
with the authority of the State: unsatisfied 
elements, their disaffection to their duties and 
their office increases as they are often forced 
to accept supplementary work in their spare 
time (state employees in Italy generally work 
until 2 PM). 

The lowering of real wages to the level of 
that of the most modest and most unskilled 
worker cannot but have a harmful effect on 
the sense of hierarchical discipline between the 
various grades of workers, between those who 
follow orders, those who control the work 
done, those who direct, and those who give 
the orders; between the digger, the bricklayer, 
and the engineer. It is evident that remu- 
neration is an external and concrete measure 
of the differentiation of tasks, training, capa- 
city and responsibility connected with the va- 
rious grades and functions. When this me- 
chanism of differentials ceases to function, or 
functions inadequately, the efficiency of the 
workers, interconnected as they are in classi- 
fications and duties, cannot but suffer the ef- 
fects. The self-respect and sense of authority 
of those who hold the higher posts are dimi- 
nished by a comparison which humiliates them. 
On the other hand, those who hold more 
modest jobs feel less strongly the stimulus to 
immediate sacrifice, to perfect their studies, to 
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concentrate all energies on getting a better job 
when the latter is not adequately compensated. 

Finally, one must consider the effect of this 
wage equalization trend on the accumulation 
of savings. It is well-known that in normal 
times the middle classes are the largest contri- 
butors to the various forms of savings and the- 
refore supply a large part of the funds which 
eventually, through banks, etc., find their way 
into productive activity in industry and com- 
merce. The grave economic situation in which 
these classes now find themselves certainly do 
not allow them to continue these habits. On 
the other hand the more favored categories of 
workers have not yet acquired these savings 
habits. Proof of this will be seen in the statis- 
tics on consumption of certain products which 
will be examined in the following chapter. 

It should also be pointed out that in times 
such as those we are examining, characterized 
by rapid inflation and an even more rapid in- 
crease in prices, saving habits are certainly not 
encouraged; much less can these habits be ex- 
pected of social classes and categories of work- 
ers less accustomed to this virtue. It is clear 
that the devaluation of currency encourages 
people to buy even the most unnecessary items 
and to spend their money on tobacco, movies, 
etc., since they feel the futility of making sa- 
crifices, of renouncing something which can 
be enjoyed now for savings which steadily 
lose their real value. 


Ill 


8. Availability of food. — Following the ex- 
ceptionally poor 1945 harvest in cereals and 
other agricultural products, the situation in 
1946 improved notably allowing, with the help 
of a substantial UNRRA contribution, a mo- 
derate increase in food consumption. Italy’s de- 
pendence on foreign countries for food had 
been gradually decreasing before the war; from 
16 % in 1922 (79 kilograms per person) it had 
been reduced to 3.3% (19 kilos per person) 
in 1938 without any reduction in the total 
amount of food available for consumption, 


which in those years amounted to 576 kilos of 
food products per person (4). 

In 1946 the amount of imported food pro- 
ducts totalled 1,793,073 quintals, equal to 39 
kilos per inhabitant (exactly double the amount 
imported in 1938) which means that in 1946 
Italy brought in 9 94 of her food from abroad. 

Despite the fact that the percent of food- 
stuffs imported had increased over the pre-war 
period, the quantity of food available to each 
inhabitant diminished. In the 1933-38 period 
their diet contained nutritive elements yielding 
2500 calories daily while in 1945-46, even with 
increased importation, they received only 1520 
calories. In 1946-47 the calories availability 
received a substantial boost, and, although de- 
finite figures for that year are not yet available, 
it can be estimated that the average per capita 
calories intake increased to more than 2000. 

But although it has increased in the last 
year, the average diet in Italy is still 20% 
below the pre-war level. What makes mat- 
ters worse is the fact that its nutrition value 
has become poorer since it is largely composed 
of foodstuffs of vegetable origin. In fact, in 
the years 1933-38, 78°, of the Italian diet 
was of vegetable origin and 22 °%/ of animal; 
in 1945-46 animal products had fallen to 
17 °% (5); in 1946-47 it was probably up to 
20 %,. 


9. Rationing. — Confirmation of the im- 
proved availability of foodstuffs in 1946, espe- 
cially after the good harvest of that year, 
came with the increase in rations obtain 
able by ration card. From a total of 747 calo- 
ries per day per normal consumer in the first 
quarter of 1946, ration availabilities climbed 
to 958 in the last quarter of that year. That 
this increase was not of an entirely seasonal 
nature is shown by the fact that in the first 
months of 1947 there was a substantial increase 
over the preceding year. The rations distri 
buted by ration card during the first five 


(4) See G. Tacuiacanne, Le vie di rifornimento dell’ Italia, 
(The Supply Roads of Italy), Roma, 1940 - Confederazione dei 
Commercianti. 

(5) UNRRA, Italian Mission, Survey on Italy’s Economy, 
1946. 
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months of the current year had to be re- 
duced because of the shortage of wheat sup- 
plies, but despite this they furnished 851 
calories per day as against 729 for the corres- 
ponding period of 1946 (6). 

The average daily ration distributed by ra- 
tion card in 1946 contained a total of 839 ca- 
lories, about one-third of the normal consum- 
ption on the basis of pre-war averages. The 
ration for the first five months of 1947, con- 
sisting of 851 calories, satisfied no more than 
40%, of the total reduced food consumption, 
The other 60 °/ of food needs were being met 
by products bought on the free market (non- 
rationed products) or on the black market 
(rationed products). 

Bread, a fundamental element in the Ital- 
ian diet, supplies 73 °/ of the total caloric value 
assured through the ration card. And yet the 
bread ration is only 235 grams daily per capita, 
which is the lowest of any country in Europe. 
Moreover, one must not overlook the fact that 
bread in Italy is made with flour of 85 °%/ ex- 
traction and sometimes mixed with cereals of 
even poorer quality. Several months ago this 
ration was further reduced to 200 grams, the 
other 35 grams being replaced with distribu- 
tions of maize flour. 

Products used for making soup (pasta, rice, 
legumes, flour) contribute 17 °/, of the caloric 
value distributed by ration card; fats represent 
only 5°, sugar 4°, and meat is insignifi- 
cant (average 1946). 


Bread 
Average of first 5 months, 1946 563 
Average of first 5 months, 1947 571 






10. Meat consumption. — Statistics of taxes 
on meat sales and on animal slaughter give us 
an idea of the changes that took place in the 


(6) These figures are an average for 8 principal cities. 
They include only rations distributed to ’ normal’ adult and 
exclude the supplementary rations given to children, old per- 
sons, and laborers doing heavy work. 


AVERAGE DAILY CALORIC VALUE OF RATIONS DISTRIBUTED IN 8 CITIES - FOR NORMAL CONSUMER 


Source: Data from the Central Institute of Statistics. Our calculation for the average of the eight cities. 
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consumption of meat in 1946 as compared to 
the pre-war period. According to our calcu- 
lations using the data of the above-mentioned 
sources, meat consumption decreased from 
31.10 kilos per capita in 1938 to 22.78 in 1946, 
a drop of 27°%. The most important decrea- 
ses were in the consumption of veal and pork, 
the most expensive types of meats, while there 
has instead been a strong increase in the con- 
sumption of horse meat. The lowering of 
quality level shows up clearly in the following 
table in the comparison of the percentages: 


COMPOSITION OF MEAT CONSUMPTION 


1938 1946 

Kilos % of Kilos % of 

per capita total per capita total 

Veal 10.42 33-51 6.48 28.45 
Other bee 12.56 40.38 9.36 41.09 
Pork 5.56 17.88 3.30 14.49 
Poutlry 2.18 7.01 | 2.04 8.95 
Horse 0.38 1.22 1.60 7.02 
31.10 100.00 22.78 100.00 


Note: These figures are based on sales taxes on meat; figures 
for 1946 are for the first half year multiplied by two. 


11. Tobacco consumption. — The reduction 
in the consumption of cereals, meats, and food 
in general has been imposed by the shortage 
of these products; it will be interesting to exa- 
mine now the trend in the consumption of 
other products and luxury expenditures. 







Soup products, Fats, meat, 


legumes milk products Sugar Total 
98 47 21 729 
186 54 40 851 





An important index is tobacco. Per capita 
consumption decreased from 653 grams in 
1938 to 547 grams in 1946, but it is now in- 
creasing appreciably month by month, aud dur- 
ing the first three months of 1947 it had sur- 
passed the pre-war level. In fact, during these 
first three months it was 673 grams per capita 
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as compared to 494 grams during the corres- 
ponding period of 1938. 

These statistics are the official ones. It 
must be pointed out that, as every-one knows, 
besides the national tobacco, which is con- 
trolled by 2 State monopoly and rationed, there 
is a flourishing black market in foreign to- 
bacco. Although there is no way of calculat- 
ing the amount thus sold, it is certain that it 
is sufficient to bring today’s per cepita tebacco 
consumption to a level at least 5° % higher 
than before the war. 

It is also to be noted that proportionally 
there has been an increase in the consumption 
of high quality tobacco (cigarettes) at the ex- 
pense of chewing tobacco and cigars. 


12. Expenses for amusements. — An ana- 
logous trend has been taking place in expen- 
diture for theatres, movies, and gambling. 
The latter -has.reached such large proportions 
in the post-war period as to surpass the com- 
bined total spent on theatres and sport events. 
But the largest share of the expenses for amu- 
sement still go to the movies, which in 1946 
absorbed three-fourths of the total spent by 
the Italian population on entertainment as 
compared to 71 °/, in 1938. For this type of 
entertainment the population of Rome in 1946 
spent an average of 1,150 lire per capita to see 
21 pictures. For all of Italy it has been calcu- 
lated that each Italian in 1946 went to the 
movies or the theater about 12 times as com- 
pared to Io times in 1938. 

The figures for the first months of 1947, 
though not yet definitely known, indicate a 
continuous increase not only in expenditures, 
which is largely due to the increase in the 
prices of tickets, but in the number of per- 
formances attended. 

The increase in tobacco consumption and 
in amusement expenses over 1938, in contrast 
with the decrease in food and clothing con- 
sumption, is a phenomenon which has also 
taken place in other countries. The British 
” White Book”, for example, reports that to- 
bacco consumption in England during 1946 
was from 30 to 35 % higher than in the pre- 
war period, and that amusement expenses, cor- 
rected for the increase in the price of tickets, 


were 50°% greater than in 1938. Yet food 
and clothing consumption had meanwhile de- 
creased as a result of rationing. 


13. The displacement of the middle classes. 
— Although an increase in certain Juxury ex- 
penditures is shown in the two preceding chap- 
ters, one must not get the impression that this 
demonstrates an improvement in the general 
level of living. This type of increase in expen- 
ses is explained rather by changes in the rela- 
tive positions of the various social classes of 
the population and by changes in customs and 
habits. 

Every war, with the inflation and social up- 
heavals that follow in its wake, creates classes 
which are particularly favoured by the events. 
In general these classes are composed of enter- 
prisers, and in particular of persons who deal 
in military supplies and in items which are espe- 
cially in demand, such as food, durable goods, 
etc. At the top of this large group of persons 
favoured by the events of the war and the post- 
war inflation, one finds numerous profiteers 
and speculators, taking advantage of the shor- 
tages, of the disorganization of the markets, 
of the large number of government restrictions, 
and especially of the slackening of authority 
on the part of ” authorities” who have neither 
the means nor the strength necessary for en- 
forcing their orders, now multiplied beyond 
measure. These categories of get-rich-quick 
people do not have the habit or the ability of 
saving; indeed, such habits are contrary to the 
very psychological climate in which specula- 
tion and easy money thrive. These are the 
groups that help increase the consumption of 
luxuries. Other social groups which have been 
unaffected or affected only slightly by the drop 
in real incomes (farmers and certain classes of 
workmen) also contribute to this increase. 

In contrast to this, the vast middle classes, 
which in Italy are estimated to 10 million per- 
sons (20 °%/ of the population) suffered much 
from the drop in their incomes, which re- 
mained far below the increase in prices and 
cost of living. 

Special surveys (7) on the condition of these 
classes in the post-war period indicated the 


(7) See for example, the survey presented by Prof. Ugo 
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great sacrifices undergone, meanwhile, in keep- 
ing with their traditional spirit, tenaciously 
resisting the fate of total class destruction, 
figthing desperately to hold on to their self- 
respect, their culture, and the way of life 
which even under adverse conditions distin- 

ishes them from the other strata of the 

pulation. They fell back on savings accu- 
mulated through long years of sacrifices; sold 
objects of art, jewels, furniture; they pared all 
superfluous expenditures from their budget; 
lowered their standards of consumption, re- 
placing meat with vegetables, veal with horse 
meat, they smoked pipe tobacco instead of 
cigarettes, rode third class instead of second, 
etc.; the maximum economy was exercised in 
clothing expenses, continually repairing and 
adapting old clothing to new fashion demands; 
and finally they were forced to send the ” idle” 
members of the family out to look for gainful 
occupations. 

With the gradual bettering of the economic 
situation it may be expected that the income 
of these classes will slowly regain its favour- 
able differential and that the individuals them- 
selves will return to their normal position in 
society with all their qualities and functions 
as the balancing element. Already some steps 
in this direction have been taken. An agree- 
ment was recently reached between the Con- 
federation of Industrialists and the General 
Confederation of Labor to attempt to correct 
the too drastic equalizing of categories which 
had taken place as a result of successive indis- 
criminate increases in salaries. 

Also in France, where wage differentials 
are particularly notable even among state em- 
ployees, and where a strong leveling trend in 
wages had developed immediately following 
the war, there is a movement to the return to 
pre-war distances between grade and grade. In 
1939 the ratio in salary between a temporary 
low grade clerk and a bureau head was 1 to 
73; in July 1946 it had dropped to 1 to 4.5; 
but in January 1947 some of the ground lost 
had been regained and it was up to 1 to 5.9 (8). 


Giusti at the meeting held in April 1947 by the Italian So- 
ciety for Demography and Statistics. 

(8) Bulletin de la Statistique Générale de la France, April 
1947. 
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In Switzerland also and especially in Eng- 
land the differentials are great. Nor are things 
much different in Soviet Russia, though for 
other reasons. There also one meets with 
great differences between the salaries paid to 
various grades and categories of work. A pub- 
lication issued in Paris by the ” Institut d’E- 
tude de l’Economie Soviétique”, taking as 1 
the salary of an unskilled Russian workman, 
states that a draftsman earns from 3 to 6, a 
junior engineer from 6 to 15, the manager of 
a small factory 10, the manager of an im- 
portant factory 10 to 20, and the manager of 
a large enterprise 25 to 50 (9). 

The reasons for such great differences in 
compensation in Russia, are probably those of 
any country which economically and techni- 
cally is not far advanced, as, to take another 
example, India, where with an enormous mass 
of non-qualified workers they lament the scar- 
city of technical and specialized elements. This 
contrast is even more evident in the present 
phase of rapidly developing industrialization 
which in India, and even more so in Russia, 
has created a tremendous demand for college 
graduates, scientists, chemists, engineers, me- 
chanics, building constructors, managers, tech- 
nicians, etc. 

These, as-is known, are the categories of 
workers which many countries — France, Bel- 
gium, Czechoslovakia, South: America — are 
anxious to obtain from Italy. If the present 
equalizing of salaries is not a mere passing 
phenomenon and it indicates a basic and per- 
manent excess of high grade workers, this pro- 
posal from abroad should receive the most fa- 
vourable consideration. But it is our convic- 
tion, as we mentioned before, that this phe- 
nomenon we have surveyed is a passing one, 
the result of a rapid inflation and of the sharp 
cut in the national income, a phenomenon, 
therefore necessary under the present exigen- 
cies but destined to return to the normal dif- 
ferentiations of the pre-war period as soon as 
the lira is stabilized, industrial development 
resumes its course, and national wealth in- 
creases. 


(9) Cahiers de l’Economie Soviétique, No, 3, January- 
March 1946. 
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The Situation after the Armistice. 


1. — Since before the war the Italian tax 
system has been under considerable pressure to 
supply the Treasury with the ever-increasing 
sums demanded by emergency needs. Forced 
as it was to immediately meet these needs, al- 
ways of a highly urgent nature, the revenue 
authorities never had time to prepare organic 
and sound taxation measures, the yield of 
which is necessarily spread over a period of 
time after a series of preparatory operations. 
They were continually compelled to sacrifice 
the rationalization of tax measures and the 
equitable distribution of the tax burden for 
the sake of ” hurrying up”. Thus (as occurs 
in almost all wartime and emergency finances) 
the Italian tax system became gradually incrust- 
ed or piled up with new taxes or amendments 
to old taxes not always consistent with the pre- 
existing system and which in the long run caus- 
ed a number of troubles not easily eliminated. 

The situation deteriorated fearfully after the 
Armistice signed by Italy with the United Na- 
tions. The country became subjected to two 
different authorities: the illegal government in 
the North and the legitimate government in the 
South, each of which took its own financial 
measures, the provisions enacted by the legiti- 
mate government being subsequently extended, 
often after considerable delay, to the provinces 
under Allied jurisdiction. Thus two different 
systems came into being, giving rise to conside- 
rable legal and practical complications when the 
peninsula was unified, as the legitimate govern- 
ment held nul and void the legislation enacted 
by the Northern Government. 

At the same time the far-reaching changes 
accompanying the fall of the Fascist regime to- 


gether with the course of military operations 
and the phase of economic-administrative col- 
lapse caused a real crisis in State authority, 
which could not but have repercussions on the 
tax administration, thoroughly disorganizing 
it. The necessary work of reorganization was 
faced with many obstacles: difficulties in re. 
placing damaged financial buildings, in re. 
building destroyed archives, because of lack 
of suitable accomodations in carrying out ne- 
cessary transfers of personnel, in supplying the 
offices with the most elementary working fa 
cilities, and in appointing new capable officials 
to take the place of those dismissed for poli- 
tical reasons. 

This grave functional decline occurred just 
at the moment when complex and radical 
changes were taking place in the domestic mar- 
ket, a phase in which efficiency was indispens 
able in tax administration. The post-Armistice 
situation in this field is by now well known. 
The incomes of the individual taxpayers had 
been profoundly disrupted; the activity of many 
sectors, because of heavy damages by air raids 
and war activity, had ceased either totally or to 
such an extent as to seriously affect their bu- 
siness efficiency; the disruption of land and 
sea transport had resulted in a considerable 
unbalance in prices and made it impossible to 
level them through a nationwide distribution 
of products; the lack of raw materials and elec- 
tric power was holding up production in many 
areas and industrial sectors; the shortage of 
food products resulted in exceptionally high 
profits for many types of cultivation; finally, 
all those who through favorable circumstances 
managed to produce the commodities required 
by consumers, even with rudimentary equip 
ment and at high cost, were rapidly making 
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high profits. On top of this economic disruption 
a considerable and persistent inflationary pro- 
cess had set in, progressively raising prices to a 
level which today has reached 40 to 50 times 
the pre-war level. This inflation, operating in 
such a chaotic context, where price controls 
although still existing de jure had practically 
ceased to function save in a few specific sectors, 
created the most unthinkable and unprecedent- 
ed unbalances and a true revolution in the real 
and nominal incomes of the individual econo- 
mic operators. New income recipients and new 
firms appeared, some merely speculative, ol- 
thers based on sound foundations; old income 
recipients and firms were either washed away 


Year Tax Revenue 


27,576 
32,350 
34,234 
41,224 
48,884 
51,704 
60,443 
149,318 
255,902 (4) 
520,000 (c) 


1938-39 (1939) 
1939-40 (1939) 
1940-41 (1940) 
1941-42 (1941) 
1942-43 (1942) 
1943-44 (1943) 
1944-45 (1944) 
194546 (1945) 
1946-47 (1946) 
1947-48 (1947) 
(a) 1938 prices = 100, The index numbers refer to the ca- 


lendar years in which the financial years begin. Central Insti- 
tute of Statistics, Bollettino dei prezzi, n. 1. 


by the storm or saw their economic situation 
permanently or temporarily compromised. 
The Revenue Administration in the early 
period found it absolutely impossible to cope 
with the complicated work required to iden- 
tify the new taxpayers or to ascertain the 
changed levels of the old ones, whose income 
had almost always nominally increased (in pro- 
portions which, naturally, varied from taxpayer 
to taxpayer), although real value had been 
heavily curtailed; revisions by the Administra- 
tion, who could expect no practical cooperation 
from the taxpayer, were continually necessary. 
The owering of taxpayer morality, a certain 
leniency displayed by revenue officials laboring 
under all kinds of difficulties and problems, 
a considerable uncertainty as to the controls on 
commodity distribution and prices — all] these 


factors encouraged heavy fraudulent evasions, 
chiefly in indirect taxes and especially in the 
turnover tax, which is one of the pillars of the 
Italian fiscal system. 


2. — The consequences resulting from the 
situation during the critical period outlined 
above are obvious: @) very considerable reduc- 
tion in tax ” pressure” on the population des- 
pite the very large increases in tax rates; 4) an 
appreciable unbalance in the distribution of 
the tax burden among the various categories 
of taxpayers. 

State revenues, in fact, increased as follows 
(in millions of lire): 


Index Number of 
Wholesale Prices (a) 


Revenue Corrected 
for Price Level 


27,576 
31,010 
28,132 
30,356 
32,040 
22,542 

73955 

7,250 
10,058 
11,464 


100.00 
104.32 
121.69 
135.80 
152-57 
218.86 
858.21 

2,059.70 

23544-25 

4536.00 (2) 


(4) Estimates revised as of 30 April 1947. 
(c) Estimated. 
(d) As of April 1946. 


The actual increase in tax revenue, express- 
ed in monetary terms, is, as can be seen, ex- 
tremely slow during the critical 1944-45 finan- 
cial year. Subsequently, the increase becomes 
faster: in 1945-46 revenue is 150° higher 
than in 1944-45; and in 1946-47, 70 °/, higher 
than in 1945-46. Estimates for 1947-48 arrive 
at a 520 milliards revenue, but this figure is 
quite likely to materialize at a considerably 
higher level so that it will mark more than a 
100 °%4 increase over 1946-47 revenue. This 
means that only since 1945-46, and practically, 
only since 1946, has the Revenue Administra- 
tion been able to remove some of the causes 
for the failure of tax yields to adjust to the 
changed economic and financial situation of 
the country. 

These considerations may be better under- 
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stood by comparing total tax yield (state, mu- 
nicipal, and provincial) with national income. 
Unfortunately the estimates of the Italian na- 
tional income have always left much to be de- 
sired due to lack of reliable census and statis- 
tical data. Since 1943, the total lack of statis- 
tical surveys has made the solution of this 
problem even more difficult. 

For the national income in 1938 we can 
accept the figure of 116 milliard lire calculated 
by Prof. Vinci. The national income for 1945 
in rea] terms may be calculated as 66.4 °% (1) 
of the 1938 income, but its monetary size, as a 
result of devaluation of the lira, would be 
2060 °/, of the 1938 level. This leads to an 
estimate of the 1945 Italian national income 
of 1,586 milliard lire. Assuming that in 1946 
the national income, in real terms, rose to 68 °/, 
of its 1938 level, and that the price level went 
up by an average of 2544 %, the national in- 
come for 1946 can be taken as 2,000 milliard 
lire. For 1947, it can be estimated that the na- 
tional income, in real terms, will equal 70 °%/ 
of the 1938 level, and that the price level (bas- 
ed on the trends of the first few months of the 
current year) will be 4500 °%/ of 1938. Should 
these assumptions prove true in 1947, the na- 
tional income will total 3,654 milliard lire. 

The results would be as shown in the fol- 
lowing table (in milliard lire): 


Calendar National 
Year Income 


1938 116 24.5 
1945 1,586 96.3 
1946 2,000 217.0 
1947 3,654 350.0 


(a) Based on the yield of the first half year with allowance 
made for probable increase in the second half. 


State 


As unreal as the above figures may be in 
view of the rough approximation method fol- 
lowed, what in any case they render evident is 
the unmistakable breakdown in taxation pres- 
sure, a breakdown which in 1944 must have 
been even more appreciable than in 1945, and 
wich the present efforts of the Revenue Admi- 


(1) This percentage is that accepted by B. Barseri in his 
estimate of the national income, Le disponibilita alimentari 
della popolazione italiana dal 1940 al 1942 (Food Supplies of 
the Italian Population from 1940 to 1942), in Bollettino Men- 


nistration are remedying with already note. 
worthy success. 

I have pointed out elsewhere (2) that this 
phenomenon was accompanied by: 

— a widespread evasion, both legal and il- 
legal, by income receivers of their direct tax 
assessments so that the percentage of national 
income actually assessed by the Revenue Ad- 
ministration for the levying of property and 
income tax, especially in 1945, went down 
to a negligible level; 

— a legal, i. e. merely formal, tax pressure 
strongly disequilibrated between types of in- 
come, and brought up to such high levels as 
to be obviously inconsistent with the average 
tax pressures calculated above. 

In fact, summing the rates of the various 
taxes levied on the same income we obtain the 
following highly significant table (3): 


Nominal legal 
tax pressure 


(January 1947) 
4-20 %, 
9-95 % 

25-54 % 


Source of Income 


Earnings 
a) Salaries 
b) Wages 
Professions 
Mixed 
a) Individual enterprises 
4) Corporate bodies 
Land 
Buildings 
Investment of Capital 


45-99 %, 
63.24 %, 
50.26 °/, 
86.48 °/, 
43-45 7 


Index of 
Tax Pressure 


25.6% 

6.9 % 
12.5 Y, 
11.8% 


Tax Receipts 
Local Total 


5-3 29.8 
13.4 109.7 
33-3 250.3 
60.0 (b) 410.0 


(4) Estimated. 


The distribution of tax burdens has wors- 
ened, not only as between the several catego- 
gories of incomes but also as between tax- 
payers with the same amount of the overall 
incomes within the same categories. 


sile di Statistica, February 1946, of the Central Institute of Sta- 
tistics, Rome. 
(2) C. Cosciant, La pressione tributaria globale in Italia 
(Tax Pressure in Italy), in Rivista Bancaria, December 1946. 
(3) C. Coscian1, La pressione tributaria legale delle im- 
poste dirette nel 1947 (The Legal Pressure of Direct Taxes 
in 1947), in Congiuntura Economica, March 1947. 
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The higher flexibility of indirect taxes, 
which can more closely follow the movement 
of prices, has caused a considerable increase in 
the indirect taxation of consuniption. While 
in the years immediately preceding the war 
64°% of the total taxes was yielded by taxes 
on consumption and 34 % by taxes on income, 
in 1945-46 taxation on consumption yielded 72 
to 73 % of the total. If one bears in mind that 
in the Italian Revenue system consumption 
taxes are regressive, it can be stated that there 
was a worsening in the distribution of tax bur- 
dens. The tax authorities, substantially, have 
taken advantage of the upward movement of 
prices by adding the tax burden on to it, mak- 
ing it less obvious to the taxpayer. 

This markedly regressive character of our 
taxation is not corrected by the application of 
personal taxes, since our two progressive per- 
sonal taxes, the general income tax on total 
income (imposta complementare) and the in- 
heritance and gift tax, have yielded only 7 to 
8% of total yield, a percentage unchanged 
since before the war. 

From a social point of view the distribu- 
tion of tax burdens has improved in only one 
way: the total amount of direct taxes levied 


on unearned incomes has increased by a much | 


larger percentage than the total amount of 
direct taxes levied on earned incomes. This 
means that the wealthier persons, whose total 
income consists mostly of capital dividends, 
are paying a tax proportionally higher than 
that paid by the lower brackets, who enjoy 
only an earned income. This consideration 
becomes of foremost importance in the second 
half of 1947 with the application of the ” im- 
posta straordinaria sul patrimonio” (capital 
levy) which, as will be mentioned later on, has 
avery high impact on capital incomes. While 
this improves the distribution of tax burdens 
among the various categories of taxpayers, we 
cannot help pointing out that, on the other 
hand, such high taxation of capital incomes is 
not the best way to encourage the country’s 
productive activity and the formation of sav- 


Ings. 


3. — This, in brief, was the situation of 
the Italian taxation system following 8 Sep- 


tember, 1943, with the factors that caused it 
and the effects that resulted. 

The Revenue Administration, of course, 
did not impassively watch this collapse; they 
reacted as much as their capacity and the ge- 
neral situation permitted. At first slow and 
undecided, they progressively intensified and 
clarified their activity, following several lines 
of policy to reach their goal: increase of the 
tax revenues, improvement of the distribution 
of the tax burden among the various categories 
of taxpayers, and the ” demobilization ” of the 
wartime fiscal restraints. 

The following pages outline the series of 
measures gradually taken by the Italian Re- 
venue Administration within the general fra- 
mework of the financial rehabilitation policy 
which is just now entering its most exacting 
stage. For greater clarity the measures taken 
to increase the tax pressure will be grouped 
under three categories : 


@) adjustment and revision of existing 
taxes; 


5) introduction of emergency taxes hav- 
ing a social and political background; 
¢) imposition of extraordinary taxes on 


proper ty. 


Adjustment and Revision of Existing Taxes. 


4. — A laborious and complex work has 
been carried out in this field, a large number 
of revisions being required by the fluidity of a 
situation made extremely unstable by the in- 
flation process. An exhaustive analysis would 
take up much space and would touch techni- 
cal details of little interest to a foreigner. The 
following study, although of a summary na- 
ture, will be detailed enough to convey a suf- 
ficiently clear impression of the complexity of 
the Italian taxation system as further intensi- 
fied during the war, of the profound mal- 
adjustments and disruptions caused by the 
exceptional war-time and inflactionary condi- 
tions, of the resistance and offensive held by 
the Revenue Administration, and of the main 
problems which are still open and unsolved. 
The foreign student may find in this appa- 
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rently ‘dull review, besides a coordinated refe- 
rence to the main legislative sources for the 
study of the Italian tax policy in the recent 
period, an initial documentation of the efforts 
made by the Revenue Administration to break 
through the deadlock of Italian finances, and 
a reflection, which it would be quite interest- 
ing to study more closely, of the opposition 
and resistence raised by the various and revo- 
lutionized categories of interests. 

The first method followed, of course, was 
that of adjusting the taxable amounts and spe- 
cific taxes to the changed level of incomes and 
prices whenever possible so as to reduce the 
most obvious causes of the decline in tax pres- 
sure. In general, the Administration decided 
quite reluctantly to apply the summary method 
of revaluation multipliers (see below), as this 
was recognized to be an extremely unfair tech- 
nique. The Administration is to be praised for 
this reluctance — perhaps it can be blamed in 
that, once adopted, it did not push the system 
through more aggressively and in a more coor- 
dinated and systematic manner, without adopt- 
ing different multipliers for each tax when no 
logical reason warranted such provisions. How- 
ever, the final solution of the problem of ad- 
justing direct taxes must await the end of the 
process of monetary devaluation. 

In the field of indirect taxes, and specifi- 
cally of taxes on transfer of property, the tax- 
able amounts, as a result of the nature of the 
assessments and collection, rather closely fol- 
low the movements of monetary values, and 
therefore the action of the Revenue Admini- 
stration can be limited to the repression of tax 
evasions. Here the progress made by the Ad- 
ministration has been truly satisfactory. Spe- 
cific taxes, however, especially those on ma- 
nufactures and consumption, have continually 
required increases. It cannot be said that 
so far these increases have kept pace with 
the increases registered by prices; perhaps the 
Revenue Administration could have remedied 
this inconvenience by changing these taxes 
from specific into ad valorem, as it did for 
municipal excise duties. It might be added 
that the increases decided upon were not per- 
fectly harmonized either in date of application 
or between each item. But these failings are 


comprehensible if one bears in mind the strong 
reaction put up by consumers and other classes 
affected. 


A second method was attempted, that of 
increasing the pre-existing rates, but the re- 
sults were generally negative as the excessive 
weight of the rates stiffened taxpayer resis- 
tence and evasion. 

The measures (4) taken by the Revenue 
Administration have been effected particularly 
in the following sectors. 


5. — In the field of direct taxes, the tax on build- 
ings and related local surtaxes have not been modified 
because of the existence of a freeze in rentals, which 
has resulted in a considerable curtailment of. real in- 
come and often also of nominal income. 

Land taxes are assessed in Italy using the system 
of cadastre according to which the average continuing 
income is ascertained through a long period of time 
and is revised only periodically. As a consequence 
of the revision made before the war (5) which kept 
the revenue offices occupied for several years, base 
valuations are based on assessments expressed in pre- 
war values. In view of the considerable 2nd _ irre- 
gular increases registered by prices of agricultural 
products and of the fact that the system followed for 
assessments made it impossible to carry out a rapid 
revision (which, granted, was highly inadvisable in 
view of the present instability of the currency and 
abnormality of the agricultural market), the rates of 
the tax were first increased and later the incomes 
themselves were subjected to an automatic revalua- 
tion. Thus, effective Ist January, 1945, land use tax 
rates (6) were automatically revalued by applying 
a multiplier of three (7); effective Ist January, of 
six (8); and then of twelve (9). A determination of 
multipliers varying in accordance with changed agri- 
cultural income is especially difficult because of the 
considerable difference among the increases of inco- 
mes, each varying with type of crop, agricultural 
zone, and type of tenure. As the cadastral system 
is not one that will permit a discrimination between 
cases, it was necessary to adopt the lowest multiplier 
to avoid putting too heavy a burden on the marginal 
cases. In this field, therefore, there are still sectors 


(4) Following are the meanings of the Italian abbrevia- 
tions used when referring to Laws or Decrees: 

R.D.: Royal Decree; R.D.L.: Royal Legislative Decree: 
D.L.L.: Legislative Decree of the Lt. General of the Kingdom; 
D.L.P.: Presidential Legislative Decree (under the Republican 
regime). 

(5) R.D.L. No. 589 of 4 April 1939. 

(6) D.L.L. No. 384 of 19 October 1944. 

(7) D.L.L. No. 30 of 7 February 1946. 

(8) D.L.P. No. 364 of 31 October 1946. 

(9) D.L.P. No. 356 of 12 May 1947. 
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which are paying too low a tax for their capacity to 

y; but unfortunately the Revenue Administration 
can do nothing but wait for the financial situation 
and the agricultural market to normalize, meanwhile 
gradually increasing the multipliers — this while wait- 
ing for conditions in which radical revisions of the 
assessments will become practicable. 

In the field of the Income Tax, their unprece- 
dented derangement called imperatively for an emer- 
gency provision that would allow the Revenue Ad- 
ministration to revise the standing of the individual 
taxpayers. Initially, an automatic revaluation of in- 
comes by applying properly discriminated multipliers 
was also considered for this field, but this was first 
rejected as a solution, since well-known events had 
created profound changes in the position of the indi- 
vidual taxpayers and unequally affected the various 
economic groups. A longer and harder system was 
selected, but one which afforded greater guarantees 
of equitability: the incomes of the Category B (in- 
comes from capital and earnings mixed, such as the 
profits of a business enterprise) and Category C' (in- 
comes indipendently earned, such as the earnings of 
professional men) were subjected by the tax office to 
an extraordinary revision (10) which took as a basis 
the income of the same period (1943) for each tax- 
payer independent of the date at which his particular 
assessment would finally be made; adjustment was 
then made for the circumstances arising in 1944 which 
in any way affected the amount of the income and its 
nominal value. To ensure a quick collection of taxes 
on the revised assessed incomes, the Law as an ex- 
ceptional measure authorized that assessments in the 
amount calculated by the Revenue offices be record- 
ed on the official taxpayer list. The work carried 
out by the Administration was a huge one as it was 
necessary to revise one by one the positions of several 
hundred thousand taxpayers. The Administration 
had hoped to complete these operations within a time 
limit which experience proved excessively optimistic; 
initially fixed at 30 June 1945, it had to be success- 
ively postponed to 31 December 1945 (11), 30 June 
1946 (12), and the latest, 30 June 1947 (13). The 
spreading out of the work of revision over such a 
long period of time in practice resulted in a partial 
failure of the revision scheme since as inflation pro- 
gressed the revised incomes rapidly became anachro- 
nistic, and the piling up of postponed tax years from 
1943 to the year in which the assessment was made 
stiffened the taxpayers’ reluctance to agree upon the 
amount assessed as taxable. On the other hand, 
the excessively high tax-rates made it impossible, for 
obvious reasons of equitability, to make assessments 
correspond to incomes actually being received. With 
the aim of avoiding these drawbacks and hastening 


(10) D.L.L. No. 384 of 19 October 1944. 
(11) D.L.L. No. 290 of 25 May 1945. 

(12) D.L.L. No. 31 of 7 February 1946. 
(13) D.L.P. No. 462 of 22 November 1946. 





the return to normal in this field, a Decree now bein 
enacted provides that incomes will be automatically 
revised with a fixed multiplier—compared with the 
individual revision system this one presents fewer 
inconveniences—and the rates will be reduced (in such 
a way, however, that higher charges to the taxpayer 
will always result). 

The ordinary property tax (14), abolished effective 
1 January 1948, presented the problem of adjusting 
the taxable amounts, with aspects of complexity due 
above all to the low yield of some sources of income. 
While some investments yield large dividends, others 
yield nothing or next to nothing, and a single rate, 
however determined, has a very high impact on some 
sources of income while for others it is quite support- 
able. Initially, an adjustment of the impact was 
sought by raising the tax rate from 0.5 % to 0.75 %, 
(with effect from 1 January 1945), and this rate was 
applied to the average 1940-42 value of other sources of 
income. Later this policy was changed. For the three 
years period 1947-49 taxable amounts were subjected (15) 
to an automatic revaluation with a multiplier of ten (re- 
duced to five for building property). At the same time 
the rate was cut to 0.40 °/, so that the actual burden 
increased five times (two and a half times for build- 
ing property). Had a revaluation multiplier higher 
than ten been used, while proportionally reducing the 
rate, the taxable amounts would have fallen closer to 
current values and besides achieving a fairer distribu- 
tion of tax pressure would have laid the groundwork 
for further measures (capital levy). 

In the field of indirect taxes the problem presents 
different aspects as the predominant system is that of 
specific taxes, i.e., taxes based on quantity, capacity, 
or some qualitative factor, rather than on‘value. Con- 
sequently, as the value of the money decreases taxes 
determined on this basis must be gradually increased. 
To this end the stamp taxes (registration and stamp 
duties, which have the character of taxes on business) 
were repeatedly increased (16), as well as manufacture 
taxes (which are substantially consumption taxes col- 
lected at the moment when the goods are removed 
from the producer’s warehouse) (17), consumption 
taxes, and customs duties on ” colonials” (18). 


(14) Enacted by R.D.L’ No. 1529 of 12 September 1939. 
This tax was conceived as a tax on unearned income, based not 
directly upon income but rather on capital values. The base 
values, to avoid taxing either excessively or inadequately, are 
the average of the three years preceding the collection of the 
tax, and once assessed remain unchanged for three years. 

(15) D.L.P. No. 382 of 31 October 1946. 

(16) D.L.L. No. 89 of 1 March 1945, providing for an 
approximately 50 % increase, and D.L.P. No. 242 of 11 April 
1947. 

(17) D.L.L. No. 323 of 26 April 1945; D.L.L. No, 237 
of 26 April 1945; D.L.P. No. 43 of 5 August 1946; D.L.P. 
No. 236 of 21 October 1946; D.L.P. No, 116 of 21 March 
1947; D.L.P. No. 142 of 29 March 1947; D.L.P. No. 226 of 
11 April 1947; and D.L.P. No. 278 of 5 May 1947. 

(18) D.L.P. No. 205 of 14 October 1946. *? Colonials ’’ in- 
clude such foodstuffs as tea, coffee, sugar, spices, etc, 
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6. — The return to normal of tax assessments and 
the adjustment of fixed and specific taxes to the chang- 
ed monetary values can continue, especially during 
a monetary devaluation process, only with extreme 
slowness and imperfection. The Revenue Adminis- 
tration, therefore, sought new sources of revenue also 
by increasing tax rates. 

The increase of tax rates, however, yielded re- 
sults contrary to those desired, and the Administration 
often had to retrace its steps and start out fresh on 
the matter. The actions taken in this respect are 
summarized as follows. 

As regards the "Imposta di Ricchezza Mobile” 
(roughly equivalent to the U.S. income tax), effective 
1 January 1945, the tax rate was increased in the 
following measure (19): incomes derived only from, 
capital (Category A) from 24 to 30%; mixed capital 
and earned incomes (Category B) from 18 to 26%; 
independently earned incomes (Category C') from 14 
to 16°%. No change were made in the 8% and 
4°% rates on the incomes of employed workers (res- 
pectively, salaries of clerical workers and wages of 
manual workers). As regards Category B the rate 
increase is merely nominal as at the same time the 
special 10 94 tax on income from individual business 
enterprises was abolished (20) and the tax on divi- 
dends was decreased from 25 to 10% (21). 

Such heavy rates, however, (which are further rais- 
ed by surtaxes and other duties levied on the same 
incomes) proved a serious obstacle to a more correct 
assessing of incomes. And therefore a Decree now 
being enacted provides for their radical decrease in 
connection with an automatic revaluation of incomes. 
It is hoped that this decrease in tax rates will put the 
offices in a position to assess the taxable amounts at 
a level much closer to the actual incomes. 

The increase of progressive taxes ,as is well known, 
becomes automatic during the process of monetary 
devaluation since the same taxable real value steadily 
increases in nominal value and consequently is sub- 
jected to the payment of the higher rate. In the Ital- 
lian system this occurs in the progressive general in- 
come tax and the inheritance tax. The changes in 
the rate introduced by law, sometimes intended to 
further increase the progressiveness and sometimes 
formally but inadequately decreasing it, are actually 
and de jure a sanction of the higher progressiveness 
caused by the monetary devaluation. Thus the ge- 
neral income tax (imposta complementare) (22), allow- 
ance being made for the additional tax established 


(19) D.L.P. No. 384 of 19 October 1944. 

(20) Enacted by Art. 12, R.D.L. No. 205 of 12 April 1943. 

(21) Fixed by R.D.L. No. 205 of 12 April 1943, following 
which Law No. 278 of 18 April 1945 increased the rate from 
10 to 20 %. 

(22) This tax, established by R.D. No. 3062 of 30 Dec. 
1923, is levied at a progressive rate on the overall income of the 
taxpayer. Unlike the '’ Ricchezza Mobile '’ (income tax), this 
tax is personal, i.e. deduction are permissible for dependents 
and charges and liabilities affecting specific sources of income. 


in 1940, was applied at rates increasing progressively 
from 1° for net incomes of 3,000 lire to a maximum 
of 20°% for total net incomes exceeding 1 million 
lire. A first increase provided for increasing the rate 
from a minimum of 2%, for 12,000 lire incomes up 
to a maximum of 75% for incomes exceeding 
million lire (23). The rate for 1 million lire was 
raised from 20 to 25%. Subsequently (24), the mi- 
nimum taxable income was raised to 60,000 lire, taken 
to be roughly equivalent to the 3.000 lire of the ini- 
tial rate. Slightly reduced for the lower brackets, 
the rate was left unchanged for the highest, and ran. 
ges from a minimum of 2° for 60,000 lire incomes 
to a maximum of 75% for the incomes exceeding 
60 million with a 12.5% rate applying to the 1 mil- 
lion incomes. 

The rates on the inheritance tax were modified 
in 1945 (25). The estate and legacy and succession 
duties scaled in accordance with the degree of kin- 
ship, were generally raised with the exception of a 
slight decrease (quite unproportioned to the changed 
value of money) for the smaller estates. The maxi- 
mum rates for the five classes of taxpayers contem- 
plated by the tax scale were respectively raised from 
10 to 25 %, 18 to 30 %, 21 to 50 %, 29 to 60%, and 
50 to 80% (26). 

At the same time a series of facilities and exemp 
tions granted to families with more than one child 
were either cancelled or reduced, thus contributing 
to the increase of the tax pressure. 

Such high rates present serious difficulties. In 
fact, we notice that the yield of the general income 
tax shows a considerable decrease in the higher brack- 
ets as compared with those in the lower ones. A 
revision of the whole scale of rates is therefore rather 
urgently called for, and there is reason for belief that 
the problem will be solved effective next year. 

The rate of the general turnover tax (imposta ge: 
nerale sull’entrata), originally (27) at 2°%, was sub 
sequently increased (28) to 3% by adding a 1°, 
special wartime surtax. At the end of 1944 (29), the 
general rate was raised to 4°%, at the same time 
dropping the surtax. The special rates (30) for certain 
products of a luxury nature were raised from 6 to 
8°%. In December 1946 (31) the normal rate was 
brought back to 3 % in order to keep evasions under 


(23) D.L.L. No. 384 of 19 October 1944. 

(24) D.L.P. No. 87 of 27 June 1946. 

(25) D.L.L. No. go of 8 March 1945. 

(26) The last rate prior to these modifications was deter- 
mined by Enclosure ’’ A’’, D.L. No. 431 of April 1940. 

(27) Established by D.L. No. 2 of 9 January 1940, this tax 
is levied on all monetary gains in connection with the transfer 
of property or the rendering of services, except the movement 
of capital and salaries and wages. 

(28) R.D.L. No. 452 of 3 June 1943. 

(29) D.L.L. No. 348 of 19 October 1944. 

(30) Established by Law No. 1608 of 1 Nov. 1940, these 
taxes are levied on champagne wines, liquors, cameras, lenses 
and film, essences, perfumes and cosmetic products. 

(31) D.L.P. No. 469 of 27 December 1946. 
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stricter control by subjecting the taxable incomes to 
4 more accurate assessment. The result achieved by 
the Administration (which gradually intensified its 
repression of evasions) since that time were truly sa- 
tisfactory, and the yield has grown to such an extent 
as to make one believe that it is now almost normal. 

Following out the policy of levying higher taxes 
on luxury-type consumption, the rates of taxes on 
public entertainment, which are scaled in proportion 
with the price of the admission ticket, were increased 
by 50% (32). Subsequently however (33) the Admi- 
nistration yielded to the pressure of the categories 
concerned and in many cases rates were re-lowered. 

The 10% tax on the price of some textile pro- 
ducts, which was established in 1943 (34) in behalf 
of local governments, was subsequently extended to 
cover all textile products at the rate of 6%, to be 
paid upon transfer of the goods from the manufac- 
turer to the dealer (35). Such a tax, however, levied 
on production rather than consumption, represented 
such a novelty in the Italian local tax system as to 
originate a number of troubles at the moment of its 
practical application. This tax, therefore, was iater 
very wisely replaced with a State manufacturing tax 
on textile yarns (36). 

To aid the finances of local governments, whose 
budgets are in very difficult straits (the State con- 
tributions to meet only a part of their deficit in 1946 
rose to a good 38 milliard lire), organic measures were 
decided upon in 1946 (37). The most important struc- 
tural reform introduced on this occasion was the trans- 
formation of consumption taxes from specific into ad 
valorem taxes, making it possible fer their yield to 
adjust to the variations in prices without requiring 
new legislative enactements. This provision, which 
increases all local taxes, was coordinated with others, 
such as the establishment of a 50% surtax to motor 
vehicle taxes (38), the raising of the maximum rate 
of the family tax from 8 to 12 % (39), and, lastly, a 
new general increase in all local taxes. 


7. — Although it operated under the most difficult 
conditions, the Government took every opportunity 
to eliminate the tax superstructures, which had re- 
cently been getting to be of considerable annoyance 
to both taxpayers and Revenue Administration. 

In 1944 (40) the special 10% tax on Category B 
incomes not subjected to the tax on dividends (41) 


(2) D.L.L. No. 76 of 8 March 1945. 

(33) D.L.L. No. 538 of 30 May 1946. 

(34) R.D.L. No. 65 of 11 January 1943. The amount of 
this tax is based on the price of sale of these textiles from pro- 
ducer to wholesaler. 

(35) D.L.L. No. 530 of 7 September 1945. 

(36) D.L.P. No. 1 of 3 January 1947. 

(37) D.L.L. No. too of 18 February 1946. 

(38) D.L.L. No. 62 of 8 March 1945. 

(39) D.L.L. No. 97 of 27 June 1946. 

(40) D.L.L. No. 384 of 19 October 1944. 

(41) Established by R.D.L. No. 205 of 12 April 1943, its 
purpose was to tax the incomes of individual business enterprises, 
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was abolished by incorporating it into the income tax; 
subsequently the tax on dividends (imposta cedo- 
lare) (42) after the establishment of the compulsory 
registration of stocks, lost all logical justification (43). 
Provision was made, as will be seen below, for the 
abolition of: a) the tax on war profits, 5) the ordinary 
property tax, now replaced by the extraordinary pro- 
portional 4 °% tax until 31 December 1948 (44), c) the 
tax on bachelors, now incorporated into the general 
income tax of which in substance it represents a sur- 
tax (45) which affects him whenever the bachelor has 
an adequate income (at the old rates of 1 to 10 %,), d) 
the progressive register tax on real estate transfers 
(3 to 30%) now replaced by the normal register 
tax (46). 

The taxation of the incomes of employed work- 
ers (Category C* of the income tax) was considerably 
simplified (47) by abolishing the extraordinary 2%, 
due on exempted salaries (48). In fact, because of the 
piling up of diverse provisions, the taxation of salaries, 
before the Law of 19 October 1944, was a highly 
complicated procedure, as one portion of the same 
income could be taxed 2%, another portion 4%, and 
another exempted, involving difficult. calculations and 
investigations. Under the provisions of the Law of 
1944, all earned incomes exceeding 20,000 lire were 
taxed 4 °% and those below 20,000 lire were exempted. 

Other laws and taxes could perhaps have been 
eliminated or simplified if not for such factors as 
Treasury requirements that did not allow the slight- 
est sacrifice of revenue, necessary economic and finan- 
cial premises not yet matured, and certain conflicts 
with the sentiments of the population, 


The introduction of social and political taxes. 


8. — The public sentiments and the need 
for a more equitable system of taxation could 
not but be considered by the Government in 
working out its taxation policy. It was, there- 
fore, compelled to sometimes take measures 
more of a political than of a strictly fiscal 
nature. 


One of public opinion’s most insistant de- 


paralleling the function of the tax on dividends from corporate 
incomes. The amout of the tax was based on the income as- 
sessed for the income tax with a variable deduction for incomes 
in the lower brackets, . 

(42) Established by R.D.L. No. 1627 of 7 Sept. 1935, this 
tax was based on the amount in dividends or interest received 
by securities holders. 

(43) D.L.L. No. 403 of 14 May 1946. 

(44) D.L.P. No. 143 of 28 March 1947. 

(45) D.L.L. No. 384 of 19 October 1944. 

(46) D.L.L. No. 141 of 5 April 1945. 

(47) R.D.L. No. 384 of 19 October 1944. 

(48) Established by Law No. 870 of 25 June 1940. 
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mands was for some provision on the enrich- 
ment of fascist leaders (profitti di regime). 
This matter had already been dealt with, im- 
mediately after the fall of fascism, by the first 
Badoglio Government (49), and was reconsid- 
ered in 1944 (50). This provision relegated to 
the State all property acquired after 28 Oc- 
tober 1922, except when it could be proved 
that such property had been lawfully acquired, 
by all those who had held or had been in any 
way active in fascist political activity as well 
as their ascendants, descendants, spouses, or 
whomever was in business association with 
them or had interests in common. This mea- 
sure, because of its political character, met enor- 
mous difficulties in putting it into effect, and 
had to be repeatedly revised to make the pro- 
cedure more strict and uncompromising and 
its limits wider (51), partly because of the fear 
of the Government that in view of the scanty 
yield it might be charged with insufficient zeal. 

It was mainly the difficulty encountered in 
ascertaining each particular case that made the 
Government decide to include this law within 
the scope of the general taxation system, there- 
by changing it from a penal sanction to a fis- 
cal charge (52). The settlement reached be- 
tween citizen and Revenue Administration as 
to the amount that could be confiscated was an 
all-important step in this direction and gave 
rise to vivid hopes of a speedy execution of this 
measure. Unfortunately, events did not cor- 
respond to these optimistic wishes. Instead, 
the yield (which had been expected to be as 
high as 100 milliard lire) will materialize into 
a very modest figure. 

During the summer of 1940 an extraordi- 
nary excess profits tax had been introduced (53). 
With the end of the war there remained little 
reason for this tax; the reference period for 
” normal” profits, after the turmoil just un- 
dergone, lost all significance; on the other 


(49) Particularly R.D.L. No. 720 of g August 1943, con- 
cerning the reversion to the State of property the origin of 
whose ownership was not justified. 

(50) D.L.L. No. 159 of 27 July 1944. 

(51) See especially D.L.L. No. 364 of 31 May 1945, D.L.L. 
No. 134 of 26 March 1946 and D.L.P. No. 392 of 19 November 
1946. 

(52) D.L.L. No. 134 of 26 March 1946. 

(53) Law No. 813 of 1 July 1940. 


hand it became necessary to discontinue the 
tax in order not to interfere with the nor- 
mal functioning of the income tax and not 
to create hindrances to economic rehabili- 
tation. As of 1st January 1946 the Govern. 
ment did discontinue it and at the same time 
issued instructions to the effect that all profits 
obtained between 1940 and 1945 over and above 
normal limits, if not already subject to the 
E. P. T., should be confiscated (54). 

The abnormal economic situation during 
recent years, however, has given birth to a rash 
of sudden enrichments of a speculative origin 
particularly disliked by the people. After a 
first partial attempt (55) which did not satisfy 
public opinion, the provisions for the confis- 
cation of war profits (56) were extended to 
allow the State to confiscate all profits result. 
ing from activity of any kind however connect- 
ed with either the shortages caused by war, 
improvised speculation, or even unjustified 
levels of living and property. Ministerial in- 
structions clarified these vague directives to 
mean that all profits originating from illegal 
activities or at least those contrary to moral 
ethics were taxable. The entire matter was 
later re-elaborated (57) (the name, in this oc- 
casion, being changed to ” emergency profits” 
- Profitti di contingenza) by extending its tar- 
gets to include previously neglected cases (such 
as: State goods allocated to private business 
for war production, which, taking advantage of 
economic disorganization, resold the goods at 
uncontrolled prices on the free market; un- 
earned profits arising from the difference be- 
tween the blocked purchase price and the free 
selling price of industrial products sold at the 
time price controls are lifted). The effective 
date of some of the measures was 1st January 
1939, of others 1st January 1945. 

This tax on emergency profits and specula- 
tion has many arbitrary characteristics, as much 
because of its principle of retroactivity, per- 
haps too light-heartedly adopted, as for its pro- 
cedure of assessment and guarantees for the col- 
lection of the tax levies, which is a system ab- 


(54) R.D.L. No. 436 of 27 May 1946. 

(55) D.L.L. No. 199 of 10 August 1944, Art. 8. 
(56) Art. 18 of the R.D.L. No. 436 of 27 May 1946. 
(57) D.L.P. No. 330 of 28 April 1947. 
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solutely new to Italian law and often injurious 
to the rights of the third party who acquired 
in good faith using legal means, as also for 
the wide discretion it leaves to the tax officer 
on whose subjective criteria the application of 
the law often depends. 

Certainly the confiscation of political and 
of emergency profits are both exceptional mea- 
sures in the strictest sense of the word, includ- 
ing as they do legal principles foreign to tradi- 
tional Italian tax principles and above all be- 
cause the determining elements in distributing 
the tax burden is not the size of income 
or property but the political status of the sub- 
ject and the, let us call it, moral qualities of 
the income. This innnovation found the fi- 
nancial bureaucracy unéquipped and yet com- 
pelled to ascertain circumstances outside the 
bounds of its normal activity. Hence were 
created a considerable number of difficulties 
and obstacles which interfered not a little not 
only with the collection of exceptional but with 
that of normal taxes as well. 

The critics could go on. However, against 
the suggestions above and others of similar 
force was the fundamental undebatable need 
for financial justice against the newly rich who, 
without creating profits that would help the 
Nation’s economic recovery, swarmed around 
so many compromising or ruined economic 
situations. 

It is highly probable that such exceptional 
measures would not have appeared had, as in 
other countries, the property increases that oc- 
curred during recent years been heavily hit, as 
was proposed by the original project of the 
Capital Levy to be discussed below. A sub- 
stantial impost in that sector, even without 
completely eliminating all arbitrary aspects, 
would at least have meant a real system with 
every guarantee of objectivity. It was, I main- 
tain, a mistake to have rejected such solution, 
a mistake that was everybody’s fault: the par- 
ties of the left who in wanting to make the tax 
a political instrument by making it retroactive 
to 1935 caused just alarm among real savers 
who had lawfully and laboriously accumulated 
their savings over such a long period of time; 
the parties of the right, who on the other ex- 
treme, blinded by an exaggerated conservatism, 





feared the tax beyond reason and showed that 
they preferred the worst but the (at latest ap- 
parently) temporary solution to the best and 
most conclusive one; the country’s public opi- 
nion, which allows itself to be appeased by a 
tax having only formal efficiency but in prac- 
tice being inoperative and arbitrary. On the 
whole, a bitter conflict of tendencies forced the 
selection of just that method which was most 
expensive and most incongruous in order to 
satisfy a state of mind of the collectivity which 
was certainly based on serious and legitimate 


grounds (58). 


The Capital Levy. 


g. — The taxation measure which consti- 
tutes a substantial burden for its taxpayers and 
a decisive step in the financial efforts of the 
Country is the extraordinary tax on property. 

This tax was long and widely discussed in 
Italy, and since 1945 diverse plans for it were 
drawn up and abandoned by the Ministry of 
Finance. The tax as originally conceived was 
to be: a) joined with a change of currency, an 
operation which would have allowed the ascer- 
tainment of individual money holdings and 
bank deposits; 4) combined with a tax on in- 
crease in real net property that occurred dur- 
ing recent years. 

Altogether it was a complex plan touching 
on contending political and technical problems. 
In effect, to the difficulties already mentioned 
in the taxation of property increases were added 
opposition and resistance to the so-called ” cur- 
rency change”. The outcome, after laborious 
discussion, was the abandonment of the original 
scheme which was at least theoretically a more 
rational one, and the adoption of a simpler if 
less integrated bill: D.L.P. No. 143 of 29 March 
1947- 

A detailed study of the new tax would be of 
interest; but as it is at present under study by 
the Constituent Assembly, where, it is now evi- 
dent, it will undergo modifications, it seems best 
to postpone all deeper analysis, pointing out 


(58) No mention is made here of taxes connected with 
the so-called *’ National Solidarity Fund *’, also of a parti- 
cular nature but of slight substantial importance, See D.L.L. 
No. 72 of 8 March 1945. 
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here only the main features in its present form 
and the main problems which might be met 
in its application. 

The plan is divided into two parts: a) a 
proportional tax; 4) a progressive tax. 

a) The proportional tax is to be paid by 
all who in the calendar year 1947 were subject 
to the ordinary tax on property mentioned 
above. The amount due is 4° of the taxable 
amount ascertained for said ordinary tax and 
is payable in equal bi-monthly instalments from 
July 1947 to December 1948. If he so desires 
the taxpayer may pay the entire sum before 
August 1947, taking advantage of a 10 % dis- 
count. At the same time, as of 1st January 
1948 the ordinary property tax is disconti- 
nued. The importance of this tax may be ap- 
preciated bearing in mind that its yield is ex- 
pected to be 80-100 milliard lire. 

5) In addition to the proportional tax, all 
taxpayers who as of 28 March 1947 owned pro- 
perty of at least 3 million lire are subject to a 
progressive tax based on net property. The 
individual assets and liabilities are to be valued 
on the basis of their average values in 1946. 
Stocks and bonds are valued on the basis of 
the half year October 1946-March 1947. How- 
ever, the lack of a normal market for real es- 
tate make appraisals of current average value 
by the taxpayer or Revenue Administration ex- 
tremely difficult; to overcome this difficulty 
an official committee of the Ministry of Fi- 
nance is charged with finding appropriate co- 
efficients for each type of land and construc- 
tion in each locality to be automatically appli- 
ed to the various incomes in order to arrive at 
the capital value of all properties subject to the 
tax. The property taxed is that possessed by 
the taxpayer net of all liabilities and charges. 
A series of presumptions are decreed to allow 
the Revenue Administration to investigate on 
those sources of income which by their nature 
cannot be directly inspected, such as cash and 
bank deposits owned by the taxpayer. Ample 
powers of audit and inspection are given to 
the organs of the financial administration in 
order to reduce possibility of evasion to a mi- 
nimum and to assure to the bill all bases for 
the highest success. This tax must be paid be- 
tween Ist January 1948 and 31 December 1951 


with deadline postponed to 31 December 1953 
for taxpayers who own chiefly real estate. Ra- 
tes range from a minimum of 6 °% for estates 
of 3 million lire to a maximum of 41 % for 
estates of over 1 milliard. 

The tax is indubitably very heavy if one 
considers the present low yield of property, the 
high rates, and the too brief period allowed to 
the taxpayer for payment. The estates even 
slightly above the lower limit, in order to pay 
the tax, will have to turn over not only all 
their incomes during the coming years but also 
a part of their capital. From this point of view, 
and this is especially true for the proportional 
tax, the tax is subject to criticism for the addi- 
tional sacrifices it may impose on just those 
middle classes who have suffered most from 
the present emergency. Recourse to the mar- 
ket, on the other hand, is difficult and dis- 
advantageous as even the greatest estates can- 
not dispose of sufficient liquid availabilities 
and will therefore have to resort to the sale 
of personal and real estate properties. 

This is a delicate point which should be 
borne in mind. Other objections, however, 
appear to have less substance. 

Thus it is said that the tax is being intro- 
duced at an inopportune moment, at the start- 
ing up of economic recovery, a movement it 
would be well not to handicap with exceptio- 
nal imposts. Now it is true that hitting invest- 
ment capital at just the most delicate moment 
in the economic recovery would jeopardize the 
tendency toward improvement, but it is also 
true that after so much discussion some such 
tax had come to be expected and feared as 
inevitable, and taxpayers while waiting were 
taking steps to conceal their savings. In this 
way an artificial current had been created in 
the market which in the long run would have 
interfered with economic rehabilitation more 
than the tax itself. 

On the other hand the workers, who for 
years were carrying the brunt of the inflation, 
demanded for clearly understandable reasons 
that part of the burden be assumed by the 
wealthier classes through a tax of this nature. 
In additional to the necessity of economic reco- 
very, also reasons of taxation justice made it 
impossible to dodge a solution. 





Italian Tax Policy 


It has also been pointed out that an extra- 
ordinary tax of this kind if applied during an 
inflationary process is inopportune in another 
sense, in the possibility that its yield will little 
by little be annulled. The objection is undoubt- 
edly important. But the present Italian Gov- 
ernment has put at the basis of its policy the 
most energetic defense of the value of the lira, 
and this it intends to accomplish chiefly by 
reducing the financial deficit of the State, res- 
training its expenditures and increasing its re- 
ceipts. The extraordinary tax on property is 
precisely designed to be a substantial contribu- 
tion to the success of this policy. If one cons- 
iders that besides the 80-100 milliard lire ex- 
pected from the proportional tax, the progres- 
sive tax (spread over a six-year period) may 
yield 400-500 milliards of lire, it is easy to see 
that this hope is not utterly unjustified. 

It should be noted that along with the tax 
a policy of credit restriction is to be carried out. 
This is to prevent the tax from being an infla- 
tionary stimulus. If the taxpayer cannot have 
recourse to bank credit there is nothing left 
for him but to sell his capital and consumption 
goods to secure the means necessary to pay the 
tax; and with this there will be a push toward 
the lowering of prices. 

The capital levy leaves open for the time 
being the problem of taxing the increased 
monetary value of corporation assets. It is not 
beyond possibility that this problem will be 
settled by the Constituent Assembly when the 
tax law is being written in its final form. At 
present the most suitable way is being sought 
to directly tax corporations and collective groups 
by considering them as separate persons side 


by side with physical persons. 
* * * 


10. — The above, in digest form, is the pic- 

ture of Italian tax legislation during these re- 
cent years. To attempt an overall evaluation 
at the present fluid but maturing stage would 
perhaps be premature. 

Certainly it cannot be affirmed that the so- 
lutions chosen have always been prompt and 
adequate to the problems to be met. As we 
have seen, measures issued were often unco- 
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ordinated and incomplete ( as in the adjust- 
ment of taxable amounts and in specific taxes), 
or brought results contrary to those expected 
(as for some increases in rates), or were unin- 
tegrated with the general tax system (as certain 
extraordinary taxes). This happened for se- 
veral reasons: partly because of a certain in- 
experience on the part of the new governing 
class that rose out of the ruins of fascism, 
partly in response to the needs and_pres- 
sures of the masses of the people perhaps 
using over-simplified means not always con- 
forming to the philosophy of the Nation’s tax 
system even though inspired by motives of 
justice, partly for the necessity to compromise 
with the tenacious resistance of the conserva- 
tive positions, partly and above all because of 
the extremely precarious situation in which the 
Revenue Administration was placed by the ge- 
neral disorganization and inflation which ren- 
dered all revenue matters immediately obso- 
lete. The whole situation represents a grand 
complex of efforts which deserve to be appre- 
ciated precisely in view of the seriousness of 
the situation and of the difficulties in finding 
the point of equilibrium between the various 
interests fighting to better themselves in the 
division of the heavy burdens left over by the 
war. 

I would not say, however, that the Italian 
taxation system, taken as a whole, has become 
substantially heavier since 1943. The only real 
increases are those on the progressive personal 
tax on total income and the inheritance tax 
(where the intent of the legislators was assisted 
by the increasing inflation process) and the in- 
troduction of the extraordinary proportional 
and progressive tax on property. Therefore, 
tax increases there were — for the higher in- 
comes and property incomes. To these should 
be added the other exceptional measures, con- 
fiscation of political, emergency, and war pro- 
fits, which, however, by their nature can hit 
only classes with limited numbers and are not, 
therefore, of great importance in equalizing 
tax burdens under a more general plan. But 
I do not hold that the Administration should 
be criticized for insufficiently intensifying the 
pre-existing taxes, as under the present abnor- 
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mal situation any increase in tax rates shows 
opposite effects. 

Substantial results depend chiefly upon the 
rigorousness of the assessments and on the 
elimination of tax evasions, and, in this, success 
is conditioned to a large extent by the return to 
normality and only in part on the work of the 
administration and on its functional adminis- 
tration. Progress under this second aspect, has 
been effective and comforting. The efficiency 
of the administrative apparatus has regularly 
increased after the 1944 crisis and has gradually 
allowed a more organized activity. It has, 
therefore, been possible on more than one oc- 


in the new Constitution now being drafted, 
which will apparently provide for a large 
amount of administrative decentralization. 
Nothing can be said on the orientation of the 
expected reform except that in all probability it 
will emphasize taxes of a progressive character 
and on individuals. 

Anyhow, in spite of the difficulties dis- 
cussed above, it cannot be denied that the Ital- 
ian Government has made important progress 
in the field of taxation, especially during the 
financial year just completed. The following 
table seems to me to be convincing evidence 
of this: 


STATE TAX YIELDS IN THE FISCAL YEAR 1946-47 
(in millions of lire) 


Direct Indirect Consumption Other Monopolies Total 
taxes taxes taxes taxes & lotteries 
1946 July 4,028 6,990 222 1,117 4,082 16,439 
August 4,236 7,077 241 1,671 4,778 18,003 
September 3,286 8,006 219 2,096 4,770 18,377 
October 35753 11,271 269 2,178 4,967 22,438 
November 3,421 13,334 282 2,773 5,361 255175 
December 3,482 11,885 266 3,108 5,668 24,409 
1947 January 4,860 11,960 332 2,728 5,648 25;537 
February 6,156 11,693 388 2,639 5,258 26,133 
March 5,327 12,200 361 35538 5,405 26,830 
April 6,302 13,862 365 5,082 6,742 32,362 


casion to trim our legislation of many recent 
incrustations, above all incorporating the le- 
gislation of these years into the body and phi- 
losophy traditional to the Italian system. 
Recent tax policy, however, has not so far 
removed the difficulties caused by excessive 
legislation. In fact, the legislative measures 
elaborated by the ministerial offices with no 
control by public opinion or Parliament must 
under the pressure of unforeseen and unfore- 
seeable economic developments often be re-ex- 
aminated and more often modified a short 
time after being issued. This has contributed 
not a little confusion to the tax system, and le- 
gislation has been complicated not only for the 
taxpayers but for the Administration itself. 
This situation, together with new demands 
for the redistribution of the tax burden, have 
now made urgent and inevitable a radical re- 
organization of the taxation system. This will 
be difficult also because it is necessary to cons- 


ider the position of the local bodies as changed 


The 100 % increase in tax receipts in ten 
months and their continuing upward trend is 
a comforting feature not belied even by the rise 
in prices. In fact, the index of wholesale prices 
went from 2675 in July 1946 to 4546 in 
April 1947, indicating an increase of 65 °/. 
Thus, more important than a nominal increase, 
there is a real increase, an increase destined to 
grow considerably during the second half of 
the present year, which will also include col- 
lections on the extraordinary tax on property. 
All this allows a prediction that within the pre- 
sent calendar year tax receipts will top 45 mil- 
liards a month, carrying effective receipts to 
about 50 milliards a month. 

At the same time, the present Government 
firmly intends to keep actual expenses at the 
lowest possible level, meeting greater expenses 
caused by unavoidable circumstances either by 
reducing other items of expense or by further 
increasing the tax pressure. The actual bud- 
getary deficit for 1947-48, at present estimated 
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at little over 300 milliard lire, is likely to be- 
come finally stabilized in the vicinity of 300 
to goo milliard lire — a figure which, due al- 
lowance being made for the changed level of 
prices, presents very appreciable progress when 
compared with the 610 milliard effective cal- 
culated deficit for 1946-47. 

It is true that the tax policy is but one par- 
ticular aspect of a country’s financial and mo- 
netary policy, cause and at the same time out- 
come of a situation of more general character 
and importance. It has been often enough 
repeated that no tax policy, iron-handed as it 
may be, will ever achieve satisfactory results 
as long as the inflation process is in progress. 
Conversely, however, it is also true that as long 
as the tax collection is insufficient to substan- 
tially reduce the deficit in the State’s budget, 
if not to eliminate it altogether, it is highly un- 
likely that the inflation process can be stopped. 
This is the vicious circle that at a certain mo- 
ment must be broken if the dynamics of de- 
valuation are not to go out of bounds. 

Many symptoms lead one to hope that the 
vicious circle is at last on the verge of being 
broken. Already at the end of the last finan- 
cial year the deficit was stabilized at a figure 
lower than that for the last months of 1946, 
especially in terms of real value (59). 


(59) Actual Receipts and Expenditure of 1946-47 Italian 
Budget (a) (millions lire). 











Current Items Deficit 
corrected 
for price 

Month Deficit level 
_ Expen- (June 
eceipts = 
. ditures coat 
(6) 
1946 July 16,955 | 47,318 | 30,83 | 29,954 
August 18,804 | 48,302 9497 | 27,312 
September 19,306 | 77,014 | $7:70% | 49,748 
October 23,892 | %0,203 | 65,311 | 53,533 
Novembe1 26,810 | 3.444 | 96,634 | 57,256 
December 26,577 | 31,213 | 54,636 | 38,476 
1947 January 26,877 | 77,733 | 50,856 | 35,073 
February 28,468 | 79,362 | 50,894 | 33,929 
March 33,849 | 34,784] 50,935 | 37,834 
April 34,304 85,310 | 50,946 | 29,172 
| May 38,977 | 35,276] 46,299 | 23,749 
(2) Source: *'’ Situazione del Bilancio dello Stato” (Situa- 





For its part, the policy of credit restriction, 
firmly pursued since June 1947, ought to streng- 
then the results of two years’ work devoted to 
the reorganization of the tax machinery and 
ought to ensure a paid-in increase in revenues 
much more substantial than that which began 
showing in the last months of the 1946-47 fi- 
nancial year. That policy, in fact, pursued 
with coherence and flexibility, will necessarily 
affect the behaviour of prices. For the time be- 
ing, the result of the ney policy is clearly evi- 
denced by the free markets of foreign curren- 
cies, gold, and stocks, all of which were show- 
ing a pronounced downward trend. In the 
field of prices of finished products the effects 
of the policy are felt only in some specific sec- 
tors, but if we persist it should either stop or 
even reverse the tendency of some of the price 
indices. 

These are many of the positive factors clo- 
sely coordinated with gener] financial action 
which, in conjunction with the considerable 
economic recovery which is now clearly taking 
shape, should favorably effect the yield of taxes 
and the State’s financial situation — so that 
we may expect in the near future a deficit 
shrunk to such dimensions that it may be met 
by recourse to the money and capital mar- 
kets (60) without inflationary consequences. 

Although the Italian financial situation is 
still serious and demands the greatest caution 
in making forecasts, the possibility of a rever- 
sal of the economic movements and of stopping 
the process of monetary devaluation is now 
taking more concrete form. Within this frame- 
work the extraordinary tax on property makes 
its probably welltimed appearance as an anti- 
inflationary instrument; and it should be and 
actually is considered under this guise in the 
drafting of its implementation and its coordi- 
nation with the other delicate aspects of the 
over-all financial policy. 


tion of the State Budget), published in '’ Supplementi straor- 
dinari della Gazzetta Ufficiale’’ 1946-47. 

(4) Index numbers of wholesale prices calculated by the 
Central Institute of Statistics, in Bollettino dei prezzi, 1947, 
n. 2 and 3. 

(60) The problems concerning the aid sought by the Ital- 
ian Treasury on the monetary market are analyzed in a study 
by M. Mancini which follows the present article, 
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1. — A matter that is claiming the atten- 
tion of Italian banking circles to-day is that 
of the relationships between the banks and the 
Treasury. A retrospective examination of the 
development of such relationships in the frame- 
work of public finance will show how they 
have become increasingly intimate and close, 
especially as a result of war conditions. In Italy, 
as in all other belligerent countries, an effort 
was made during the war to limit recourse to 
the printing press by the adoption, in financing 
Treasury requirements, of the system known 
as the ” monetary circuit”. Through the re- 
duction of consumption and the regulation of 
foreign exchange rates and transactions, the 
control of prices and the block of investments 
in realty, this policy was designed to direct 
liquid assets, in excess of essential production 
and consumption requirements, towards invest- 
ments in Government securities or in other 
Government debts. In other words, the idea 
underlying the project was to favour the back- 
flow, to the Treasury of all surplus assets 
through subscriptions to Government loans, as 
well as by taxation. 

Notwithstanding some friction, in part due 
to unpredictable psychological factors, this 
scheme proved adequate to meet the require- 
ments of the war effort up to the end of 1942. 
It was at that time however that, as a result 
of the growth in Government spending, the 
time-lag between expenditures and backflow of 
excess purchasing power became increasingly 
marked: in this situation, also due to other un- 
favourable circumstances, recourse to the prin- 
ting press increased. The first signs of a break- 
down in the operation of the monetary circuit 
appeared and rapid deterioration ensued: by 


September 1943, when Italy signed her armis- 
tice, the direct flow of money from the market 
to the Treasury no longer operated. 

In these conditions a dangerous advance in 
the level of the currency circulation was avoid- 
ed by the adoption of appropriate legislative 
measures and the manipulation of some inter- 
est rates and above all thanks to some special 
conditions then prevailing on the Italian mon- 
ey market: a scheme somewhat different, 
which I call the ” indirect monetary circuit”, 
viz. the flow of money from the market to the 
Treasury through the banking system (mar- 
ket - banks - Treasury, or market - banks - bank 
of issue - Treasury), began to operate. Needed 
funds were in this case chiefly supplied by 
banks which, as had been the case also in other 
countries, were in an increasingly liquid posi- 
tion due to a decline in lending activities 
coupled with a steady advance of deposits 
and especially of clients’ current accounts (see 
Table I). 

Treasury requirements were however fi- 
nanced in part by banks even prior to the 
break-down of the ” direct monetary circuit”. 
In that period liquid assets, chiefly of the prin- 
cipal banks, flowed also to the Central Bank, 
though in lesser proportion than to the Trea- 
sury, as the Bank of Italy until then had 
not done much to encourage such a develop- 
ment (1); indeed, up to 1942 it was the Trea- 
sury which called on available liquid assets of 
the banks through the sale of Government 


(1) See M. Mancini, Aspetti dell’andamento dei deposits ban- 
cari e postali rispetto alla circolazione monetaria in periodo 
bellico (Aspects of the Movement of Bank and Postal Deposits in 
Relation to the Monetary Circulation in War-time), in Congiun- 
tura Economica, February 1947, n. 12. 
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TABLE 1 
CHANGES IN DEPOSITS (except interbank) HELD BY THE ITALIAN BANKING INSTITUTES (a) 
ta ase Se - | Savings and Sundry Deposits | 7 Current Accounts me at 
| 
End of Period | Amount eeiien Percentage | Amount index Percentage 
(000,000 anal changes in (000,000 changes in 
lire) a the period lire) 100 = 1938 the period 
1938 - December 38,037 100 | - | 17,495 100 — 
1939 » 39,995 105.1 | + 51% 20,971 119.9 + 19.9 %, 
| 1940 » 46,079 121.1 | + 15.2% | 26,379 150.8 + 25.8 % 
1941 » | 58,130 152.8 + 26.2% 35.504 202.9 + 34.6% 
1942 » 74,818 196.7 + 28.7% 43,128 246.5 + 21.5% 
| 1943 » 84,216 221.4 + 12.6% 59,042 337-5 + 36.9% 
| 1944 » 138,353 363.7 + 64.3% 110,432 631.2 + 87.0% 
| 1945 » 240,609 632.6 + 73.9 % 165,977 948.7 + 50.3% 
1946 » 368,249 968.1 | + 53.0% 329,806 (b); 1,885.1 + 98.7% 
1947 - January 381,364 1,002.6 + 3.6% 328,961 1,880.3 | — 03% | 
| February | 398,749 1,048.3 + 4.6% 341,515 1,952.5 | + 3.8% 
| March 415,156 1,097.5 + 4.1% 365,608 | 2,089.7 | + 7.2% 
| 


(a) Beginning 1943, this table and those following relate to 365 Institutes, holding about 99 °%/ of all Bank deposits. 
(b) Beginning December 1946, current accounts are exclusive of the *’ valuta accounts ”’ (instituted after March 1946), which 
at the end of 1946 were in excess of 23 milliard lire. 


bonds and through deposits by banks in grown almost entirely independent of the Bank 
their current accounts with the Treasury of Issue. At the end of 1942, when the break- 
(see Table II). down of the ” direct monetary circuit” became 
TABLE ll apparent, a cautious and systematic policy de- 

DIRECT BANK LENDING TO THE TREASURY (a) signed to reestablish the connections of the 
(in millions of lire) Bank of Issue with other banks was envisaged 

Se to favour the operation of the ” indirect mon- 
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Holdings of Current etary circuit me 
Ooldl 
End of period Government oye Total 
Securities | Wi the 2. — The methods adopted by the Bank of 
siti Italy in draining liquid assets from the mone 
y § lq y 
ih «Recher 14,860 sli —— market to make them available for the Trea- 
1939- > 15,920 2,539 18,459 |  Sury were: the introduction of new categories 
1940- > 20,831 5,629 26,460 | of deposit accounts with special interest rates, 
_ «9 32,848 4,500 37348 | and the compulsory deposit with the Bank of 
| a  < ee st mae Issue of a percentage of the monthly increase 
j as » > 000 , . . 
a. 5 oh sili nat in deposits and current accounts at banks. 
| a? ’ ’ ‘ 
| 1945- > 133,551 28,506 162,057 The new schedule of interest rates was ap- 
| alk « eal dein la 108,843 plied for the first time during the period De- 
| » - June 182,505 50,277 232,782 cember 1942-January 1943 when banks and 
| » ~ September 199,503 52,790 252,293 other institutions were required to hold with 
| » > December 203,895 37,623 241,518 the Bank of Italy time deposits at an interest 


rate established at 3 per cent (15 days notice) 


Si F <i ; oe tae Sie : 
(a) Sight and time deposits held by Banking Institutes or 2.50 per cent (8 days notice) and when the 


(dziende di Credito) with the Bank of Italy are excluded (see 


Table V, note (a), and Table VI, note (a), 3). rate of interest on demand deposits was raised 
to I per cent. 
At that time, chiefly as a result of their in- As for compulsory deposits, it was ruled in 


creasingly liquid position, Italian banks had January 1943 that all banks whose total depo- 
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sits exceeded 100 million lire should place each 
month with the Bank of Italy an amount cor- 
responding to 75 per cent of the increment re- 
corded by deposits and current accounts during 
the previous month, after deduction of the 
amount invested for some particular war pur- 
poses (2). These deposits were entered in spe- 
cial interest bearing current accounts and with- 
drawals were allowed only in exceptional cases. 
This provision proved to be merely a timid and 
complicate attempt which, when applied, gave 
only indirect results. The deductions consented 
were too numerous and this made evasion pos- 
sible; the fact that the provision regarded only 
banks with total deposits exceeding 100 mil- 
lion lire also explains its limited success (3). 

A provision of an old law might also have 
been useful for the same purpose, a provision 
that had had practically no application before; 
but then, as a result of the substantial increase 
in deposits at banks, the situation presented an 
entirely new aspect. 

This was art. 15 of the decree-law n. 1830 
of November 6, 1926, merely designed to pro- 
tect depositors. On the basis of this provision 
the ratio of bank deposits to capital plus re- 
serves was not to exceed 20 to 1. Any amount 
in excess of this should be invested, not later 
than six months after ascertainment, in Gov- 
ernment bonds or should be deposited or placed 


in a non-interest bearing current account with 


(2) Investments in Government bonds or Government gua- 
ranteed securities; investments in debentures of industrial com- 
panies directly engaged in war production, or in debentures 
and similar securities of banks and financial companies issued 
against loans made to industrial companies or for financing the 
wheat pools; funds deposited in current accounts held with the 
Treasury or with the Bank of Italy; investments of particular 
interest for the country’s war effort. 

Later on these additional deductions were allowed: 

— deposits of savings banks at the "’ Istituto di Credito 
per le Casse di Risparmio Italiane ’’ up to the amounts depo- 
sited by the latter with the Treasury or invested in Govern- 
ment bonds; 

— funds supplied by its stock-holders to the regional agri- 
cultural credit institutes to be used in financing the pools of 
farm products or in financing normal farming activities or im- 
provements; 

— loans to public administrations, when Government au- 
thority was previously obtained; 

— financing of organizations dealing with the food policy; 

— advances against Government securities, made during 
the month. 

(3) This provision was repealed early in 1945. 


the Bank of Italy. The Ispettorato del Credito, 
a Government Agency at that time charged 
with control of credit, issued provisions for 
the strict implementation of this law; how.- 
ever, the ratio 20 to 1 was not exceeded by 
all banks, and often some opposition against 
application of the law was made. This ex- 
plains the scant success of this provision. 

Briefly, the new policy proved only mode- 
rately successful during the first period (first 
half of 1943). Presumably, circumstances did 
not allow of more. Its results have been quite 
different since September 1943. 


2. — From the armistice (Sept. 1943) to the 
unification of the national territory—Italy had 
been divided in two parts by the front lines— 
the Treasury, both in the northern and south- 
ern territory, financed its requirements almost 
wholly with means supplied by the money 
market because, as can be easily understood, 
the yield of taxation had shrunk greatly and it 
was very difficult to raise money through loans, 

The "indirect monetary circuit” by that 
time had completely replaced the direct one, 
and it must be recognized that its successfull 
operation was chiefly a result of the circum- 
stances and conditions which in that period 
characterized the Italian economy. Due to the 
stand-still in productive and commercial acti- 
vities brought about by war, liquid assets of 
banks could not find investment in business 
activity and were naturally shifted to Govern- 
ment investments. Liquid assets flowed in 
large amounts to the Bank of Italy, which in 
May 1944 opened, in its branch offices of the 
South, other kinds of time deposits in the 
name of banks. These deposits—available for 
the Treasury—were made for longer periods 
and at higher rates of interest (3 and 4 months 
at the rate of 4 and 4.50 per cent). This further 
strengthened the ” indirect monetary circuit”. 

In this way the position of the Treasury 
was greatly improved not only because it ob- 
tained substantial amounts without calling for 
excessive efforts on its part, but also because it 
was thus possible to avoid recourse to the prin- 
ting press and the consequent pressure on the 
note circulation, so widely practiced by the Ger- 
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man and Allied Authorities. The large-scale 
hoarding of new notes was also beneficial, es- 
pecially in some parts of the country, where it 
contributed to chek price increases. Soon after 
the unification of the national territory, a par- 
tial dishoarding of notes took place, and the 
flow of money from the market to the Trea- 
sury, through subscriptions to medium-term 
Treasury bonds and through an increase in bank 
deposits with the Bank of Issue and with the 
Treasury, went on at a sustained rate. This in- 
flow, now automatic and favoured by the exist- 
ence of liquid assets in excess of needs, by the 
sharp reduction in economic activity and, es- 
pecially in the North, by the relatively low 
level of prices and wages, resulted in a consid- 
erable reduction of the interest burden on the 
greatly expanded amount of deposits at the 
Central Bank, owing to a decrease in the inter- 
est rates coupled with an extension of the not- 
ice required for withdrawals; this interest bur- 
den was, however, later on transferred to the 
Treasury which made use of the means thus 


placed at its disposal. 


4. — This system, adopted in a period of 
emergency for Italian economy and finance, 
could not, however, become permanent. Sooner 
or later it was bound to weaken and become 
impracticable. 

Statistics of the Treasury cash position dur- 
ing the war and in the early post-war months 
show how large was the contribution made to 
the Treasury by the money market and that 
in the course of time the market undoubtedly 
showed signs of exhaustion. 

From July 1, 1938 to June 30, 1946, total 
Government payments and receipts aggregat- 
ed 1,312 and 420 milliard lire respectively 
(see Table Ill). The deficit of 898 milliards 
was in part financed with the issue of medium 
term bonds (5 and g year Treasury bonds) lead- 
ing to variations shown under the heading 
"movement of capital”, and in part by re- 
sorting to ordinary and extraordinary Trea- 
sury means. It can be stated however that 
the deficit was met largely with funds obtained 
from the money market (by increasing the 
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Treasury debt and particularly the floating 
debt). 

This was chiefly due to the different cha- 
racteristics of these two sources. It is known 
in fact that loans can be successfully floated 
only when certain technical and psychological 
conditions prevail in the financial market. But 
there are no limits to an expansion in Trea- 
sury debt, the bulk of which is accounted for 
by the floating debt, except for some items; 
this was largely responsible for the increasing 
recourse to this source of cash when other sour- 
ces had dried up. 

Briefly, the deficit of 898 milliard lire by 
June 30, 1946 was met for 185 milliards bv 
loans and other small items, while 696 mil- 
liards were supplied by the money market, and 
18.5 milliards by other Treasury debts and cre- 
dits; the balance, i.e. 2 milliards, was avail- 
able as cash on hand. 

With respect to the money market, the lar- 
gest contribution to the Treasury was made in 
the form of advances by the Bank of Italy (342 
milliards) and, in diminishing order, by Trea- 
sury bills of 1 year or less (229 milliards, of 
which no less than 128 milliards subscribed 
by banks and 68 milliards by the Bank of 
Italy with funds obtained from the banking 
system), by the ” Cassa depositi e prestiti” (77 
milliards) which holds deposits of the postal 
savings banks, and by bank ‘deposits with the 
Treasury (47 milliards). These few figures 
afford a summary idea of the contribution that 
the money market, through the banking sys- 
tem, has made to the Treasury during the pe- 
riod Jul 1, 1938, June 30, 1946. 

But when examining the contribution made 
by the money market, special attention should 
be paid to its successive developments. In the 
course of the fiscal year 1944-45 the indirect 
circuit developed to an unforeseen extent. The 
money market by supplying 380 milliard lire 
made the biggest contribution of the whole war 
period. With the end of the war, however, in 
all likelihood a rapid revival of productive ac- 
tivities would have resulted in a diminished 
supply of money to the Treasury, and perhaps 
even in a contrary trend. A sudden and mas- 
sive return to the market of the funds drained 
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off by the Treasury during the war years and 
in the period immediately following the lib- 
eration of the whole country, might have led 
to dangerous inflationary developments—which 
up to that time had been more or less avert- 
ed—with all the unfavourable consequences 
that this implies. 

The end of the war was indeed followed 
by a business revival; a more intense demand 
for credit by productive activities induced the 
banks, whose first thought is for their profit 
and loss account, to shift their capital from 
Government investments to more profitable 
forms of credit. As a result of this, the yield 
of the money market to the Treasury fell from 
380 milliards in 1944-45 to 146 milliards in the 
first post-war fiscal year 1945-46; this shrink- 
age (see Table Ill) is even more marked when 
we remember that the lira had depreciated 
greatly during that year. 

During the past fiscal year (1946-47), the 
depletion of the money market (4) has become 
increasingly evident (see Table IV); in the pe- 
riod July-October 1946 the monthly amounts 
raised by the Treasury gradually declined from 
about 18 milliard lire in July to less than 9 mil- 
liards in October. From November 1946 to 
April 1947 this decline continued at an accele- 
rated rate. In December 1946 and January 
1947, at the time of the issue of the ” Recons- 
truction Loan ”’, a reversal in trend took place: 
it can be broadly stated that during that pe- 
riod large amounts of money flowed from the 
Treasury to the market. This abrupt change 
was caused by the considerable quantity of 
Treasury bills converted into the new issue and 
by the withdrawal by banks of substantial 
amounts which they held in their current ac- 
counts with the Treasury (see Table II). This 
new development (a shrinkage of 12 milliard 
lire in Treasury bills outstanding and of near- 
ly 17 milliards in bank deposits with the Trea- 
sury) did not result in a corresponding shrink- 
age in the volume of total floating debt, which 
diminished only by 2.4 milliards during De- 


(4) See M. Manei1, Il gettito del mercato monetario nel- 
Vesercizio finanziario in corso (Funds Supplied by the Money 
Market in the Current Fiscal Year) in Rivista del Commercio, 
July, 1947. 


cember 1946. This is explained by additional | 


Treasury calls on the Bank of Issue in Decem. 
ber, to an amount of nearly 22 milliard lire, 
representing funds supplied to the Allied Av. 
thorities by the Bank of Italy in the course of 
1946. 

When the money market was no longer 
under the impact of the ’” Reconstruction Loan” 
it again contributed to meet Treasury needs, 
but to a smaller extent than prior to the float. 
ing of the new issue. 


5. — Attention should now be focused ex. 
clusively on bank current accounts with the 
Treasury and bank time deposits with the 
Bank of Italy, leaving aside bank investments 
in Government securities, because in all likeli- 
hood banks will keep them at their present 
level, and bank sight deposits held at the Bank 
of Issue, as their volume is less than the volume 
of time deposits, and because, by their very 
nature, they are subject to fluctuations of 3 
temporary character and cannot therefore be 
taken to represent the general trend. 

Bank total liquid assets held with the Bank 
of Italy and at the Treasury (see Table V) 
reached a record high in October 1946, ic. 
196.7 milliard lire. It was then that the flow 
of money from the Treasury to the market 
commenced, rapidly accelerating its pace in 
December 1946, as the combined result of the 
issue of the ” Reconstruction Loan” and of 
the expansion of bank credit. 

The market situation was such that the 
yield of deposits held by banks with the Bank 
of Italy and with the Treasury was compara 
tively inadequate, while banks were reluctant 
to make further investments in Government 
securities, of which they already held a large 
volume. Data in Table V compare the down- 
ward trend shown by bank deposits with the 
Bank of Issue and with the Treasury, and the 
rate of increase shown by bank deposits. A 
further and rapid growth in bank credit would 
no doubt result in the withdrawal of larger 
funds from the Treasury. Some light on this 
development may be thrown by considering 
the varying ratios to bank deposits shown (@) 
by Government investments (this percentage 
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showed a declining trend after 1945) and (4) 
by private investments (increasing percentage 


since 1945) (see Table VI). 
6. — The free disposal of bank deposits 


should be hindered by the aforementioned 1926 
law still in force. In most cases, the ratio 


CHANGES IN DEPOSITS HELD BY 
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20 to 30. This increase did not seem sufficient 
and a 40 to I or a 50 to I ratio was suggested, 
It was also proposed that current account 
should not be included in total deposits; that 
special reserves, such as the reserve fund 
against fluctuations in bond quotations and 
hidden reserves, should be added to the amount 


TABLE V 
THE ITALIAN BANKING INSTITUTES 


WITH THE BANK OF ITALY AND THE TREASURY 
(in milliards of lire) 











| Deposits held by 


| Bank 
of Italy 


December 


18.5 
81.9 
120.2 
135-3 
141.5 
140.9 
137-4 
101.2 
94-4 
90.2 
91.7 
96.4 


- August 
September 
October 
November 
December 





1947 - January 
February 
March 
April 





| 


(a) Includes only conti correnti vincolati, i.e. 


(b) Estimated. 


Treasury 


accounts) 


Banking Institutes with 


| 
Total deposits 
collected by 


(current Italian Banking Institutes | 


6.0 (b) 
10.2 (b) 
28.5 
47°5 
52.8 
55-8 
54-6 
37-6 
38.3 
39.0 
36.3 
33-3 


92-7 
148.7 
182.8 
194-3 
196.7 
192.0 
138.8 
132.7 
129.2 
128.0 
129.7 


721.5 698.0 (d) 
710.3 


740-3 
780.8 








time deposits with the Bank of Italy. 


(c) Includes: savings and sundry deposits (deposits fiduciari) and current accounts. Interbank ac- 


counts are always excluded, except for 1938. 
(d) New revised series excluding the 


of deposits to capital and reserves rapidly ex- 
ceeded the 20:1 limit; banks however complied 
with this law unwillingly. As a result of in- 
flation and of the consequent steep increase in 
deposits, while capital and reserves as shown in 
bank balance sheets remained practically un- 
changed, the percentage of deposits unavail- 
able for loans, if the law were strictly enforced, 
would range from 7° in some banks to 
75 °% in others; the differences from bank to 
bank would thus be too wide (5). 


In February 1946 the ratio was raised from 


(5) See Report of the Bank of Italy, March 31, 1947. 


*’ valuta accounts ’’ (see Table I, note (b). 


of capital plus reserves; that money used to f 
nance reconstruction and other general purpo 
ses (food pooling operations) should be deduct. 
ed from total bank deposits; that bank depo 
sits held for any reason with the Treasury and 
with the Bank of Italy should also be deducted. 

So far only the last mentioned suggestion 
has been adopted, as a provisional and excep 
tional measure, pending the adoption of new 
provisions (6). The new system now: under 
consideration would be chiefly based on the vo 
lume of deposits and only to a minor extent 


(6) See Report of the Bank of Italy, March 31, 1947. 
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on capital plus reserves. In accordance with 


these proposed provisions all banks would be 
required to deposit 30 per cent of the difference 
total deposits and an amount 
to 10 times their capital plus 


reserves; it is also foreseen that they will be 


The Italian Money Market and the Financing of the Treasury 


107 


underlying the 1926 law. In addition to the 
protection of depositors, it also tends to fa- 
vour the flow to the Treasury of a part of the 
savings collected by the banks; it also enables 
the proper authorities to control the money and 
financial markets by a more efficient method 














Date 


/o 





1938 - December 17,554 29.8 
1939 - » 18,959 31.1 
1940 - » 27,293 37-6 
1941 - 37,769 40-3 
1942 - » 56,809 48.1 
1943 - » | 94,628 66.0 
1944 - » 192,753 77-4 
| 1945 - » 293,894 72.2 
1946 - March 330,803 70.9 
June 366,870 68.8 
September 403,777 51.8 
December 362,749 50.2 
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Ratio to 
Amount 
r ca total Bank 
(in millions Semitien 
of lire) pe 


(a) Includes: 1) holdings of Government Securities; 2) total amount of current accounts held by 


BANK LENDING TO THE TREASURY AND TO CLIENTS TABLE VI 
a re Bank Lending Bank Lending to Clients | Total Bank 
to the Treasury (impieghi) Deposits 
(a) (b) (c) 


Ratio to 


a ‘millions | ‘tl Bank | (Amenm 
; Deposits ( ~— 
of lire) of lire) 


% 





44,688 76.2 58,576 
47,459 77.8 60,966 
52,349 72.2 72,458 
66.476 70.9 93,634 
80,499 68.2 117,946 
68,394 47-7 143,258 
78,384 31-5 248,785 
165,967 40.8 406,586 
192,161 41.2 465,950 
233,222 43-7 5325705 
333,880 51.1 653,120 
445,052 61.6 721,542 | 





Banking Institutes with the Treasury (for 1943 and 1944 figures are estimated); 3) total net balance of 
both time and sight accounts held by Banking Institutes with the Bank of Italy. 

(b) Includes: bills on hand (portafoglio), advances (anticipaziont), current accounts (conti correnti), 
correspondence accounts (conti correnti di corrispondenza), contangos (riporti), loans (mutui), current 
accounts with Sections for special credits (conti correnti con Sezioni), credits of Pledge Banks and 
loans recoverable on salaries (prestiti su pegni e contro cessione di stipendio). 


(c) Includes: Savings and sundry deposits and current accounts. 


excluded, except for 1938. 


required to deposit 50 per cent of any further 
increase of deposits accruing in the following 
period. 

In this way the banks would be free to dis- 
pose of a) deposits for an amount equal to ten 
times their capital and reserves, 4) 70 per cent 
of any amount in excess of this, and ¢) 50 per 
cent of any further increase in deposits. All 
the remainder should be deposited with the 
Bank of Italy. Moreover, while the ratio of 
deposits to capital plus reserves would be un- 
changeable, the other percentage, i.e. 70 and 
50, would be subject to revision in accordance 
with the varying situation. 


7. — The new scheme evidently aims at 
purposes much more far-reaching than those 





Interbank accounts are always 





than through the bank rate, now almost wholly 
ineffective. 

It has been pointed out recently (7) that, 
though Treasury financing by banks may re- 
sult in lesser pressure on the currency circula- 
tion, it is to be regarded as a sterile and costly 
investment; that under present conditions in 
Italy any further recourse of the Treasury to 
bank deposits may prove illusory, whereas in- 
vestment in productive activities, by increasing 
the real national income, may at the same time 
be profitable and result in lower prices and in 
a higher purchasing power of the currency. 

In the light of the economic conditions pre- 


(7) See Rassegna dell’ Associazione bancaria italiana, March 


15, 1947. 
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vailing in Italy, which are still far from having 
attained a stable equilibrium, it appears ob- 
vious that banks could not possibly abstain 
from financing the Treasury, to devote all 
their liquid assets to the financing of produc- 
tion. Apart from the fact that excessive cre- 
dit, when business is still feeling the effects of 
war, might be used in financing speculative 
activities, uneconomic ventures, and wasteful 
longterm investments, there is the risk that an 
easy money policy might stimulate post war ac- 
tivities beyond the limits set by economic pos- 
sibilities. Furthermore, this policy would ac- 
centuate the conditions prevailing in the second 
half of 1946 and early in 1947, characterised by 
dwindling supplies to the Treasury from the 
money market; this would lead to a further 
deterioration of the monetary situation and 
thus hinder, rather than favour, a business re- 
vival. In other words the ” indirect circuit” 
must be maintained, at least until tax revenue 
is adequate to cover a considerable part of the 
Government deficit, leaving the issue of loans 
to cover the rest. 

The chief problem is therefore that of se- 
curing a more rational distribution of available 
deposits; this should be done by gradually in- 
creasing the amount used in financing produc- 
tive activities, including foreign trade, while 
proportionately reducing amounts used in fi- 
nancing Treasury requirements. 

No doubt it will not be an easy task to take 
a decision on the right apportionment of bank 
funds between business activities and the Trea- 
sury. 

The objectives of the new credit policy make 
the 1926 legislation appear obsolete. Even if 
the ratio set by such legislation (20 to 1, later 
increased to 30) were raised to 40, as suggested, 
the position of large banks would not be great- 
ly improved because, in their case, deposits ex- 
ceed capital plus reserves by much larger 
amounts; furthermore, any improvement would 
only be short-lived because the actual ratio of 
deposits to capital plus reserves is an increasing 
one, owing to the steady growth of deposits 
and the unvarying amount of capital plus re- 
serves (8). 


(8) See Report of the Bank of Italy, March 31, 1947. 


The new scheme would instead introduce a 
distinction between the present volume of de- 
posits and its further growth and allow for 
changes to be made in the percentages; jt 
seems a more flexible scheme that could read- 
ily adjust itself to the ever changing market 
situation. Furthermore, as a result of this new 
system, banks would not be forced to shift 
their capital from one investment to another; 
they would know in advance the percentage of 
the increase in deposits that they cannot dis. 
pose of and thus they could adopt a suitable 
loan policy. 

Finally, the new system would secure great- 
er uniformity in the percentages which were 
widely diverging from bank to bank under the 
old system, ranging, as pointed out above, from 
7 to 75 per cent. 

Important problems are those relating to 
the scope of the new sheme, and to the esta- 
blishment of the percentages, which are now 
only tentatively set. 

As for the first problem, it must be decided 
whether the rule regarding the ratio of deposits 
to capital and reserves should be applied also 
to some credit institutions heretofore exempted 
but which now engage in operations formerly 
proper to regular banks and whether, should 
the application of the rule be generalised, the 
same percentages should be applied to all bank- 
ing institutes. 

The fixing of the percentages and their pos- 
sible subsequent variations will be one of the 
most delicate features in the execution of the 
new system. A too severe policy might result 
in a paradoxical choice of investments by 
banks; some less profitable operations might be 
avoided in favour of others, profitable from a 
business view-point, but which are precisely 
those the policy aims at discouraging. The mat- 
ter is certainly a difficult one, especially un- 
der present Italian conditions; and will call for 
special skill on the part of the Authorities 
charged with assuring the role to be played by 
the banking system in facing a progressive in- 
flationary expansion of the currency. 
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: AMEDEO GAMBINO 
r; 
of , ; ; 
. 1. — It has long been observed that during _ Finland and Sweden, the corresponding reces- 
le periods of monetary expansion, such as that sion was by about one-half; and in Germany, 
during the War, the increase in the volume of | Hungary and Switzerland it was by three-quar- 
bank deposits tends to lag somewhat behind ters” (1). 
af the increase in the volume of notes in cir- The Report does not furnish data concern- 
" culation. ing Italy, and therefore does not notice that dur- 
he A prominent place was given to this con- _ ing the war years this tendency was even more 
m sideration by the Bank for International Set- pronounced in Italy than in any other country. 
tlements in its Fourteenth Annual Report (pub- _In fact, at the end of 1938, as shown in Table 
to lished at the end of 1944): ” The general I (2), the ratio of deposits to notes in circulation 
ta- 
“A TABLE I 
w LEGAL TENDER CURRENCY AND BANK DEPOSITS IN ITALY 
ed — | Legal tender currency Bank Deposits (a) — ar 
its ; mee {eerie peereiereeeen cunn amet 
Period Amount Index number Amount Index number ‘ Index 
180 (milliard lire) | (1938=100) | (milliard tire) | (1938= 100) wi (1938 = 100) 
ed ’ os 
tly 1938 22.5 100.0 55-5 100.0 246.7 100.0 
ald 1939 28.5 126.7 61.0 109.9 214.0 86.7 
he 1940 35-4 157-4 72.4 130.5 204.5 : 82.9 
1941 54-9 244.0 93-6 168.6 170.5 69.1 
nk- 1942 79-2 352-1 117.9 212.4 148.9 60.4 
1943 181.2 805.5 142.9 257-5 78.9 32.0 
“ 1944 319.4 1,419.9 248.8 448.3 77-9 31.6 
1945 389.8 1,732.8 406.6 732.6 104.3 42.3 
the 1946 512.7 2,279.2 721.5 1,300.0 140.7 57-0 
the 
sult (2) Includes: savings and sundry deposits and current accounts (except interbank). 
by 
tbe § trend of the Bank deposits has, of course, been in Italy was 246.7 °/,: as against 22.5 milliards 
na § Upwards, but the increase has been less mark- _ in notes emitted the over-all amount of bank de- 
sely ed than that of the note issues, with the result posits totalled 55.5 milliard lire. By the end 
-, that notes in circulation have everywhere gain- of 1942 this ratio had already declined by two- 
ma ed in importance in relation to the volume of fifhts, dropping to 148.9 %. And subsequent- 
vel deposits. The relative decline at the big com- 
‘ties mercial banks has been less pronounced in the (1) Bank for International Settlements, Fourteenth Annual 
: United Kingdom, where, from 1929 to 1943, Report, Basle, end of 1944, p. 299. 
by deposits at the ’ big five’ receded by about one- (2) This table and those following have been elaborated us- 
' in- ing statistical data published by the Bank of Italy; such data, 


quarter in relation to the note circulation ; = since 1943, relate to the principal 365 Italian Banking Insti- 
the United States, France, Holland, Denmark, tutes, holding about 99 %, of total bank deposits in Italy. 
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ly the fall became even faster: by the end of 
1943 we had neared the 77.9°% minimum 
reached at the end of 1944. At that time de- 
posits totalled 248.8 milliards against a note cir- 
culation totalling 319.4 milliard lire. 


2. — Quite naturally this trend led to belief 
that in Italy, as in all other countries, the im- 
portance of the means available to the bank- 
ing system, seen as a limit to their credit ca- 
pacity, had substantially decreased; and that 
the system had therefore lost ground in its basic 
function of serving as the credit intermediary 
between those who furnish capital in monetary 
form and those who need it. 

Indeed, even had prices not increased more 
than the emission of banknotes, the fact that 
from the end of 1938 to the end of 1944 the 
volume of deposits increased only 4.5 times 
while note circulation increased 14.2 times 
meant that the credit potential of the banks ex- 
pressed in real terms was not even one-third 
of the pre-war level. And meanwhile require- 
ments of monetary capital had substantially in- 
creased in all fields of economic activity as a 
result of reconstruction needs. At the very 
moment when the need for mobilizing all the 
Nation’s credit resources was being most acutely 
felt, the banking system found itself with a di- 
minished capacity to fulfill its intermediary 
function. The consequences of this constric- 
tion are obvious, also for the profitableness of 
the banking business, the latter being from se- 
veral viewpoints a far from negligible prere- 
quisite of efficiency in the banking system. 

It is well understandable therefore that the 
banks interpreted ” reconstruction” of the 
banking structure to mean restoration of their 
previous status and return to a deposits-note cir- 
culation ratio not much different from and pos- 
sibly larger than that of the pre-war. Fully 
legitimate, therefore, was the tendency of the 
individual banks to expand their deposits by 
all means, not to say at any cost, in order to 
restore their former credit potential. Indeed, 
this tendency could well be considered as in 
the general interest since only by recovery of 
the individual banks could the banking system 
as a whole increase its contribution to meet the 


financial requirements of economic reconstruc- 
tion. 


3. — In truth, there were and possibly still 
are some doubts as to the possibility of such a 
recovery in the deposits-note circulation ratio, 
a recovery which at the end of 1944 would 
have required trebling the volume of deposits, 
assuming that the emission of banknotes re- 
mained unchanged. 

The traditional concept—which, from the 
presupposition that deposits and the formation 
of new savings must have an almost invariably 
parallel increase, concludes that an increase in 
bank deposits normally entails a corresponding 
increase in depositors’ savings—has not, in fact, 
been completely dismissed. And drawing from 
savings, under the circumstances of this post- 
war economy, which has suffered a heavy cur- 
tailment of income and consequently of saving 
capacity, the huge amounts required to restore 
bank deposits to their former proportions 
would have had and would still have highly 
problematic results. 

However, a mistaken assumption was imp- 
licit in this concept: the world of credit was 
considered as a mere sector of the world of 
wealth rather than as a modified reflection 
thereof. This means that the supporters of that 
concept did not reckon with the fact that al- 
thoug credit of any form must always have a 
base of tangible wealth, the same base can sup- 
port a greater or lesser quantity of credit; there 
can be, in other words, a creation of credit out 
of ’ nothing”, i.e., without any variation in 
the amount of wealth. Thus bank deposits, 
which are only a particular kind of credits, cre- 
dits extended by the public to the banking 
system, can well increase without there being 
a corresponding increase in the existing amount 
of real wealth; sufficient that there occur a 
variation, according to Cannan’s clear expres- 
sion, in ” the degree in which the banks oc- 
cupy the position of intermediaries between 
the persons who provide capital and the per- 
sons or institutions which want to be entrusted 
with it” (3). In other words, it is sufficient to 


(3).E. Cannan, Modern Currency and the Regulation of 
its Value, London, 1931, p. 91. 
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vary the degree of the ” banking mobilization 
of wealth”, that is the ratio between the 
amount of deposits and the amount of real 
wealth existing at a given moment. 

The flow of fresh savings to the banks is 
therefore but one of the factors which can re- 
sult in a variation in the volume of bank de- 
posits. But these, we repeat, can and normally 
do vary without requiring a corresponding for- 
mation of fresh savings, either voluntary or 
forced. The variation in the amount of depo- 
sits is also and above all dependent on the 
changes made in the distribution of pre-exist- 
ing savings among the various types of invest- 
ments; deposits may increase even without an 
influx of fresh savings if there be an increase 
in public preference for bank deposits to other 
forms of investment, among which is of course 
included the holding of banknotes. This is 
what is meant by saying that it is sufficient to 
vary the ” degree of banking mobilization ” 
of the existing wealth. 

Under the specific circumstances referred 
to—the rapid expansion of note circulation— 
- the increase in deposits required for the desired 
recovery is an imcrease expressed in monetary 
terms, and not a ”’ real” increase; as such, re- 
ferences to existing wealth should be made 
only with its expression in current monetary 
terms rather than in its real value. 

We thus bring into the picture not only 
savings from current income, which already 
and of themselves are likely to expand consid- 
erably with the expansion of currency and 
prices, but above all ” savings” from gains re- 
sulting from the revaluation of existing pro- 
perty. At the same time these revaluation gains 
may result in a variation of the ” degree of 
banking mobilization ” of the existing wealth: 
as the existing real wealth becomes adjusted to 
the changing value of money, the individual 
owners of this wealth acquire a correlated possi- 
bility of monetary ” savings” which can result 
in an increase in the ” degree of banking mo- 
bilization ” if and as the revalued capital is con- 
verted into currency deposited at a bank. 

This may occur, and under the above cir- 
cumstances we think that it does occur to a 
large extent, not only for wealth that is capital 


Ill 


in the strict sense of the word, such as manu- 
facturing materials held by producers, but also 
for durable consumer goods held by consumers. 

Thus, for instance, any ” consumer” can 
increase his deposits until (deliberately or not) 
they reach their former ratio to the volume of 
banknotes held on hand, even if he realizes no 
savings from his current income (indeed, even 
if his expenses are in excess of his produced 
income) by simply selling an automobile, a pic- 
ture, an apartment, or some other object and 
depositing part of the sum realized at a 
bank (4). 

The recovery of bank deposits can there- 
fore be considered as but one specific case of 
recovery in the nominal level of all the va- 
rious types of assets which make up the wealth 
of the individual and directly or indirectly in 
aggregate make up the evaluation of the na- 
tional wealth. It is well known that such ad- 
justment is not immediate, that its speed varies 
from one asset to another; depending upon cir- 
cumstances it may be faster in the field of mo- 
vable property (Stock Exchange quotations, 
etc.) than of real estate, or viceversa. And the 
same may by said of bank deposits, the reco- 
very of which, as for any other asset, should 
therefore not be considered as necessarily de- 
pendent upon an increase in the public’s desire 
and capacity to save. 


4. — These considerations explain why dur- 
ing 1945 and ’46 the volume of bank deposits 
could register an increase noticeably exceeding 
the increase of note circulation, 

Actually, because of the serious doubts en- 
tertained as to the reliability of the evaluations 
of real income and consumption in those years, 
it is rather difficult to determine whether the 
increment in monetary income was really being 
derived from savings on current income. 
Among the many conjectures, the correct one 


(4) If the purchaser pays in bank money and he (or others 
in his behalf) does not resort to bank credit to procure it, there 
is no increase in the over-all volume of deposits, The same 
must be said of deposits made by individual consumers as 
savings from current income that involve no change in the 
"degree of banking mobilization '’. This results from the 
fact that an almost equal increase in credits extended by the 
banks may be a necessary, even if not sufficient, condition for 
the increase of bank deposits, 
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may be that for the economy as a whole the 
aggregate of the various kinds of savings could 
not have exceeded the total value of foreign 
remittances, and these remittances, considering 
their actual yield in lire, are lower than the 
increase in bank deposits. However, dur- 
ing the two years considered, and expecial- 
ly in 1946, revaluation of various property 
assets has progressed rapidly, and it is with 
this revaluation that we can rightly connect 
the increase of bank deposits, which totalled 
157.8 milliard lire in 1945 and 314.9 milliards 
in 1946. 

In spite of such considerable increases (63.4 
per cent in 1945 and 77.4 °%/ in 1946), the de- 
sired ” recovery” of deposits, in the meaning 
set forth above, is still far from attained. In 
fact, since meanwhile new banknotes were be- 
ing emitted (increase of currency: 22 % in 1945 
and 31.5 °%% in 1946), although the deposits-note 
circulation ratio has considerably increased 
(from 77.9 °/, at the end of 1944 to 104.3% 
at the end of 1945 to 140.7 °% at the end of 
1946), it has remained less than three-fifts of 
the prewar level. 


5. — This confirms, of course, that the 
banks are still lagging behind their former sta- 
tus as credit intermediaries, considering the real 
value of the funds they have at their disposal. 

However, besides considering the status and 
the amounts available for investment at given 
dates (e.g., at the end of the year), we should 
not lose sight of the variations and movements 
occurring within those dates. In fact, while 
on one hand an appraisal of bank funds can 
be of considerable interest in determining the 
banks’ position in the sense above discussed, 
on the other hand the investigation of move- 
ments through time can be of no less interest 
in determining what degree of influence the 
banks exert on the dynamics of money and 
credit. 

In this connection it is almost needless to 
recall that besides their credit function the 
banks exercise a no less essential monetary func- 
tion, which consists in the mere fact that they, 
according to John Stuart Mill’s brilliant defi- 
nition, ” coin” the credits entrusted to them 


by the public, turning them into ” bank mon- 
ey ” especially such types as current account de. 
posits, which can be utilized by means of 
checks or giro operations. In other words, be- 
sides and independently of the influence they 
can exert on deposits through their credit func. 
tion, the banks carry out a monetary function 
as a result of the mere fact that they ” collect” 
deposits. It is also needless to recall the im- 
portance that bank deposits have gradually ac- 
quired as ” bank money ” compared with bank- 
notes as legal tender currency: according to 
Fisher’s keen remark ” the tail now wags the 
dog” (5). 

In both the monetary and the credit function 
the most important factor affecting the econo- 
mic dynamics is movements rather than quan- 
tities. The important thing is not that the vol- 
ume of note circulation or bank money has 
reached a given level, be it high or low, but 
rather that it is moving with greater or less 
speed towards expansion or shrinkage. In 
other words, just as we look at the variations 
and not the volume of banknotes to study dy- 
namics, so we should look at the variations and 
not the volume of bank deposits. 


6. — From this last viewpoint it can def- 
nitely not be said that the banks have lost 
their importance. Far from it. 

As a basis for comparison it may be borne in 
mind that in the pre-war period the expansion 
of deposits which took place in 1936 and 1937, 
after a period of shrinkage lasting from 1927 
to 1935, was respectively 5.8 and 1.6 milliards 
(including interbank accounts), that is, a 12.1 
per cent and a 2.9 % increase over the respec- 
tive volume of deposits at the beginning of the 
year. In real terms, this increase even in 1936 
did not reach 5 °/ of the national income. 

But during 1945 and ’46 the increase in 
deposits was 157.8 milliards and 314.9 mil- 
liards, which with all due allowance for the 
depreciated value of the lira are figures far 
higher than those reached before the war. 
This is emphasized by the percentage of in- 


crease over the volume of deposits at the be- 


(5) I. Fisuer, The Money Illusion, New York, 1930, Pp. 129. 















ginning of the year: as shown in the Table II 
it was 63.4% in 1945 and 77.4% in 1946; 
and also from the order of magnitude of the 
increment of deposits for 1946 which can be 
estimated above 10 °/ of the national income. 


TABLE Il 


YEARLY VARIATIONS IN CURRENCY 
AND BANK DEPOSITS IN ITALY 








Yearly variations Yearly variations 


in currency in bank deposits 
Period Amount Amount 

of increase | Percentage | of increase | Percentage 

(milliard | increase | (milliard | increase 

lire) lire) 

| 4939 6.0 26.6 555 9-9 

1940 6.9 24.2 11.4 18.7 

1941 19.5 55-0 21.2 29.3 

1942 24.3 44.2 24.3 26.0 

1943 102.0 128.8 25.0 23.8 

1944 138.2 76.3 105.9 74.1 

1945 70.4 22.0 157.8 63.4 

1946 122.9 31-5 314.9 77-4 





To be sure, if we want to correctly evaluate 
the importance of the variations of deposits, it 
would be unjustified to consider only the fac- 
tors outlined above. Due consideration should 
also be given, as we said at the beginning, to 
the greater money and credit requirements 
which were and still are being experienced in 
every sector of economic activity, especially in 
connection with reconstruction needs. But one 
must also proceed with caution in evaluating 
these greater requirements, always bearing in 
mind Ricardo’s classical admonition that ” the 
sum required for such purpose cannot be de- 
fined. Commerce is insatiable in its demands, 
and the same portion of it may employ 10 mil- 
lions or 100 millions of circulating medium; the 
quantity depends wholly on its value ” (6). 
other words, as Bresciani-Turroni observed in 
connection with the vicissitudes of the German 
mark, it is not to be believed that the increase 
in note circulation (and therefore, we add, in 
bank money) are a consequence rather than a 
cause of inflation because of the mere fact that 


(6) D. Ricarno, Reply to Mr. Bosanquet’s Practical Obser- 
vations on the Report of the Bullion Committee in The Works 
of David Ricardo, ed. John Murray, London 1852, p. 341. 
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these increases are preceded by price increases 
and therefore by greater monetary and credit 
requirements. 

All things considered, we therefore believe 
that one may affirm that taking into consider- 
ation the variations in deposits, the Italian 
banks have acquired in this phase an influence 
on the monetary and credit dynamics such as 
they never had in the past. 


7. — One then happens to wonder whether 
the banks have acquired this greater influence 
through their own actions or merely as a re- 
sultant of circumstances. This, substantially, 
means wondering whether the appreciable in- 
creases in deposits can or cannot be ascribed 
to the credit policy pursued by the banks: 
whether, in other words, the banks are in a 
position to ” create” deposits at their own will. 

It is understandable that in the banking 
field there would be no wholly clear ideas on 
this matter since even the major economists 
have contributed to render this question ” con- 
fused and confusing”. The acceptance as an 
abnormal phenomenon, or even as a determin- 
ing factor in the business cycle, of the fact that 
deposits can, as we saw, increase without a cor- 
responding inflow of fresh or at least volun- 
tary savings has led to belief that besides the 
” true” deposits, representing real savings and 
allegedly acting as the ” heatlhy ” basis for the 
bulk of deposits, there exist ” fictitious” depo- 
sits corresponding to the ” cash funds” of bu- 
siness concerns deposited with banks (the so- 
called giacenze di cassa). And only for these 
” cash funds” would it be generally admitted 
that the volume depends upon the credit ex- 
tended by the banks, as if in this relationship 
there were something abnormal if not im- 
proper. 

It is obvious that the ” cash funds” may 
depend on credits whenever the depositor (the 
bank’s creditor) enjoys at the same time the 
bank’s credit (becomes the bank’s debtor). 
The designation of ” fictitious” to these de- 
posits is in a certain sense appropriate: the 
bank’s assets and liabilities cancel out on this 
transaction without any real change in the net 
position of either bank or depositor. The si- 
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tuation is not much different if the various bu- 
siness concerns are considered as an entity and 
the banking system too as a single entity: the 
credit extended by any bank to any concern can 
be passed on to another concern, which in turn 
may deposit at the same or another bank its now 
increased ” cash funds”. In substance, as long 
as we remain within the circle of business con- 
cerns, it is apparent that the interlinking of 
credits which interconnects their ” cash funds ” 
in an involved network of the most varied re- 
lationships makes it possible to ” create” de- 
posits by an extension of credit. 

However, if the situation is carefully ana- 
lyzed, this must also be admitted as true for 
all other types uf deposits, even the typical sav- 
ings account saved coin by coin and entered in 
the savings book. Even these deposits—and 
it seems a paradox—could be considered as 
” fictitious” according to those same criteria 
whereby the deposits created in the form of 
cash funds” are classed as fictitious. ‘The 
credit interlinking of ” cash funds ” is not con- 
fined to the business circle but more or less 
finishes by affecting, of course to a lesser ex- 
tent, the typical savers. Thus, for instance, a 
typical country saver who deposits his money 
in a rural bank can or cannot keep his deposits 
up to a certain figure depending on whether, 
buying a plow or fertilizer or whatever else, he 
may arrange to make deferred payments (a 
credit facility) with his dealer, who in turn 
is or is not in a position to grant this facility 
depending on whether he can obtain credit 
from his bank with greater or less abundance 
and promptness, 

The same is obvious for a typical city saver 
trying to arrange for deferred payments when 
buying an apartment, an automobile, a radio 
set, or a suit. Therefore, ” creation” is not of 
peculiar importance to ” cash funds” as com- 
pared with other types of deposits; it is not a 
question of setting up a contrast but only of 
acknowledging that in the former the pheno- 
menon of credit interlinking can operate more 
promptly and intensely. 

Should we then infer from this that all de- 
posits can be created by the banks by an act of 


their own exclusive will ? The very contrary 


is true, for we must recognize that the increase 
of ” cash funds” depends upon the same con. 
ditions required for the increase of the other 
deposits. In the case of the ” cash funds ” the 
good will of the business concerns keeping 
these amounts at the bank is required; we must 
always reckon with the public’s ” preferences” 
within this meaning of the term. That is, the 
public must prefer to extend credit to the bank 
and hold bank deposits rather than other types 
of investments, including banknotes. 
Although rejecting the conclusion that the 
banks can create deposits at their own exclusive 
will, and therefore that they are capable of 
creating credits ” out of nothing”, it remains 
however easy to argue that for ” cash funds” 
as well as for other categories of deposits the 
concession of credit by the banks can deci- 
sively influence the trend of deposits (7). In- 
deed, credit interlinking can in itself act as 
sufficient factor in persuading the public to 
vary the ” degree of banking mobilization” 
of wealth; as an outside hypothesis, anyone can 
have deposits at a bank while having no pro- 
perty at all, or even negative property, in con- 
sequence of credits extended to him by other 
persons who in turn are the more or less direct 
recipients of banking credit. Aside from the 
credit interlinking (which we mentioned first 
not because it is the most important system of 
deposit expansion but simply because we had 
started talking about the ” cash funds ”, whitin 
which interlinking is especially operative), there 
are also other ways by which the extension of 
credits can influence the increase of deposits: 
they can vary the ” degree of banking mobili- 
zation ”’, affect the size and distribution of the 
current national income, give rise to consider 
able development and emergency profits (such 
as the above-mentioned revaluation gains). It 
is especially on these latter possibilities of in- 
come variations, either ordinary or emergency, 
and upon the related possibilities of changes 
in the volume of voluntary savings that are 


(7) Indeed, as mentioned in footnote 4 above, an approx 
mately comparable increase in the volume of credit extended 
by the banks to the public can be considered a necessary, even 
if not sufficient, condition for the increase of deposits as 2 
whole. 
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based the so-called ” productivistic”? concep- 
tions of credit, in connection with which, whit- 
hout referring as far back as the book La Ma- 
gia del Credito Svelata (The Magic of Credit 
Revealed) by the Italian writer Fuoco (1824), 
we would do well to recall the still living 
pages written by Francesco Ferrara (1857). 

In conclusion, therefore, the banks taken as 
a system have through many different ways 
and methods a considerable capacity to exert a 
decisive influence upon the volume of deposits 
by means of the credits they extend to the 
public. 


8. — In accepting the conception outlined 
above, we acknowledge that mutually depen- 
dent relations exist between bank deposits and 
credits just as in other fields of economic acti- 
vity. We recognize, in other words, that the 
” gathering ” of deposits is not a phenomenon 
that exists by itself, necessary as an antecedent 
to the extension of credits, but rather that the 
” gathering” process is also a function of the 
uses of the deposits. 

However, the reference to a general inter- 
dependence among the various factors of eco- 
nomic activity implies that the credits and de- 
posits interconnection is not only between them- 
selves, as is implied by some mechanistic theo- 
ries on the creation of deposits, but that one 
can affect the other only if, and to the extent 
that, other factors concur, among which, as 
we have already noted, a special importance 
is to be attached to the public’s ” preferences ”’. 

It may therefore be accepted that on the 
one hand each credit extended by the banks in 
whatever manner and form always gives rise 
to the possibility of an increase of deposits. 
And, on the other hand, there is no way of 
finding out if, in what measure, and with how 
much delay, this possibility actually materia- 
lizes. In other words, it is impossible to deduce 
from the movement of deposits and credits how 
much of the variation of the one is to be attri- 
buted to variation in the other. However, even 
without arriving at quantitative estimates, it 
can be assumed that the larger the upward and 
downward swings of credit, the greater are 
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their chances of driving deposits in the same 
direction. 

And therefore this discussion of how the 
banks employ the means at their disposition 
also serves to determine the direction in which 
they may affect the ” creation of deposits”. In 
the particular case in question, it tells us 
whether the banks have been instrumental in 
neutralizing or in aggravating the inflation 
of legal tender currency through the obstacles 
they have imposed or the impetus they have 
given to the expansion of bank money. 


g. — Before going into such a study of the 
mode of employment of banking funds it 
should be pointed out, if not already obvious, 
that everything said above about deposits is also 
true for assegni circolari in circulation (8). 

As shown by Table III, the volume of as- 
segni circolari grew considerably faster than 
the volume of circulation, and more rapidly 
still than that of deposits: at the end of 1946 
it had increased 61 times since the end of 1938, 
while notes emitted had increased 23 times, 
and the volume of deposits only 13 times. 

It is therefore natural that assegni circolari 
have acquired an importance to the banking 
system which they never had before: while 
at the end of 1938 they made up only 2.3 °/ of 
the total ” alien funds ” (fondi dei terzi) (9), at 
the end of 1946 the were up to 9.9 %. 

It therefore follows that the trend in the 
employment of bank funds should be consid- 


(8) The assegno circolare is literally translated as ”’ circular 
check ’’, but does not correspond exactly to the instrument 
called by that name in English. It is a specially regulated ne- 
gotiable instrument signed and issued only by duly authorized 
credit institutions for a specified amount and to the order of a 
specified person and payable at sight to the payee or indorsec 
at all offices of the issuing institution; the amount must be 
made available by the customer to the credit institution at the 
moment of issuing by payment through cash (the most fre- 
quent case), deposit account, or credit facilities, It is there- 
fore quite different from an order to pay, resembling rather 
a promissory note; in the Italian market it has gained much 
importance, as a convenient and safe means of making pay- 
ments and of transmitting funds from place to place (see R.D.L. 
No. 1345 of 21 September 1933). 

(9) The outside capital placed at disposal of the banks, 
i.e., savings and sundry deposits and current accounts of the 
clients, plus assegni circolari in circulation, 
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ered in connection with the behavior of ’ alien able increase in the so-called ” available assets ” 
funds” as shown in Table IV, and not with  (disponibilitz) (10), not only of those deposited 
the behavior of deposits alone. at the Bank of Issue in ” ordinary” and ” spe- 


TABLE Ill 
** ASSEGNI CIRCOLARI ”’ (2) IN CIRCULATION IN ITALY 











Total assegni circolari in circulation Yearly variations 
End of . 
Period Amount Index rumber omen mane Percentage 
| (milliard lire) | (1938= 100) — of sa increase 
% (milliard lire) 
[EEE EEE tees Tee EE 
1938 1.3 100.0 5.8 — — 
1939 2.1 161.5 7.4 0.8 61.5 
1940 2.6 200.0 7:3 0.5 23.8 
1941 3-9 300.0 7.1 1.3 50.0 
942 6.0 461.5 7.6 2.1 53-8 
1943 7-9 607.7 4-4 1.9 31-7 
1944 28.4 2,184.6 8.9 20.5 259-5 
1945 44.6 3,430.8 11.4 16.2 57-0 
1946 | 79.3 6,100.0 15.5 34-7 77-8 
(2) See footnote 8. 
10. — It is quite natural that the employ- cial” accounts but also, and in amounts far 


ment of bank funds during the war years fol- from negligible, at the Treasury. These ” avail- 
lowed the same pattern in Italy as that more able assets” increase by the end of 1944 to 























TABLE IV 
** ALIEN FUNDS "’ (@) IN ITALIAN BANKING INSTITUTES 
Total '’ alien funds "’ Yearly variations 
End of eT ie Wen -arcmemeen ‘one 
Period Amount Index rumber Rete a yer Percentage 
(milliard lire) | (1938 = 100) > ey a increase 
% (milliard lue) 
1938 56.8 100.0 252.5 _— —_ 
1939 63.1 III.I 221.4 6.3 II.1 
1940 75.0 132.0 211.8 1.9 18.6 
1941 97-5 171.6 177-6 22.5 30.0 
1942 123.9 218.1 156.5 26.4 27.1 
1943 150.8 265.5 83.2 26.9 21.7 
1944 277.2 | 488.0 86.8 126.4 83.8 
1945 451.2 794-4 115.7 174.0 62.8 
1946 800.8 1,409.9 156.2 349-6 77°5 


(2) As stated above in footnote g, this item (normally designated as fondi dei terzi) includes savings 
and sundry deposits and current accounts of the clients, plus assegni circolari in circulation. 


or less followed in other countries. Consider- (10) Disponibilita (°’ availgble assets’) is the practical and 
ing the principal categories of bank assets and simplified Italian banking slang used for cash on hand and 

: ; on ee hea other funds which are considered comparatively liquid assets, 
their ratio to the ” alien funds” (Table V), we 


3 ”* available ’’ for typical bank credits, such as those deposited 
see that there occurred first of all a consider- at the Treasury, bank of issue, and similar institutions. 


ih he th ae eo of 
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50.7 °/ of the total amount of "alien funds”, absolute figures as well as the percentages: the 
as against 14.7%, at the end of 1938. Less over-all amount invested in credits to bank 
sharp variations were registered by the invest- clients dropped from 79.4 milliard lire at the 
ments in securities, the bulk of which were — end of 1942 to 66.8 milliards at the end of 
Treasury bills and other State-issued securities; 1943; at the end of 1944 it was only 73.9 mil- 
the percentage in these investments moved from _liards, 165.3 9/, of the 1938 figure while notes 
36.4 °/, at the end of 1938 up to a peak of emitted were up to 1419.9°% and “alien 
45.8 °/, at the end of 1943, then down to 34.2 funds” to 488 %. 






TABLE V 
FUNDS ”’ 





PRINCIPAL CATEGORIES OF ITALIAN BANKS ASSETS AND COMPARISON WITH " ALIEN 


































’* Available assets *’ (a) Securities (4) Credits to clients (c) 
End of : s : 
Amount Index Ratio to | Amount Index Ratio to Amount Index Ratio to 
Period (enillierd number ”* alien (milliard number ** alien (milliard number ** alien 
| aes (1938 = funds *’ : (1938 = funds "’ P (1938 = funds "’ 
lire) o lire) of lire) ) 


















End 1938 8.3 100.0 14.7 20.7 100.0 36.4 44-7 100.0 78.7 

» 1939 10.4 125.3 16.5 21.8 106.3 34-5 47-5 106.3 75:3 

» 1940 13.2 159.0 17.6 26.7 129.0 35-6 52.3 117.0 69.7 

1941 14.6 175-9 14.8 39-3 189.9 40.3 66.5 148.8 68.2 

1942 21.6 260.2 17.4 54-4 262.8 43-9 79-4 177.6 64.1 

» 1943 48.1 579-5 31-9 69.0 333-3 45:8 66.8 148.8 44-3 

» 1944 140.5 1,692.7 50-7 94-7 457-5 34-2 73-9 165.3 26.7 

| » 1945 189.4 2,281.9 42.0 143.1 691.3 31.7 160.7 359-5 35-6 





1946 220.6 2,657.8 27.5 224.3 1,083.6 28.0 436.0 975-4 54-4 




















(a) As explained above in footnote ro, includes: @) cash on (4) Includes mainly Government securities (totalling 203.9 





hand (cassa); 6) sums available at sight (somme disponibili a milliard lire by the end of 1946). 

vista, mainly current accounts with the Treasury and sight (c) Includes the so-called impicghi, i.e., the items specified 
deposits at the Bank of Italy); c) time deposits with the Trea- in Table VI, note b, of p. 107, except since 1942 current 
sury and other Institutions (depositi vincolati presso il Tesoro accounts with Sections for special credits, loans of Pledge Banks 
ed altri Istitutt, mainly Bank of Italy) (see Bollettino mensile and loans recoverable on salaries; these special items totalled only 








of the Bank of Italy, 1947, n. 1, Table XX, p. 38). 





about 9.1 milliard lire at the end 1946. 





per cent at the end of 1944. On the other hand, It was quite reasonable that the banks 
mainly as a counterpart to the increase in should tend to revert to previous proportions 
"available assets”, there was a sharp cur- among the various kinds of investments. It 
tailment in advances and other credits to clients | was quite natural for the individual banks to 
which dropped to 26.7°/ in 1944 as against interpret ” reconstruction” as meaning not on- 
78.7 °/, in 1938. ly the return to their former deposits-note cir- 

This shows how much ground the banks culation ratio but also the restoring of the for- 
had lost in their credit intermediary activity. mer ratio between the credits extended to 
Not only had the amount of the ” alien funds”, — clients and the volume of the "alien funds»”’. 












as compared with the volume of note circu- And it is therefore easy to see why subse- 
lation, dropped to as low as one third its pre- quent ” recovery” of bank lending activity in 
war level (the ratio of ” alien funds” to cur- 1945 and °46 was received with unalloyed satis- 


tency emitted having dropped between the end _ faction, and not only by banking circles; why, 
of 1938 and 1944 from 252.5 to 86.8°/), but in other words, it was considered significant 
hardly one-quarter of this curtailment was in- evidence of the mighty contribution which the 
vested in advances and other credits to clients, | banking system through its own recovery was 
a against three-quarters thus invested in the capable of giving to the general economic re- 
pre-war period. This decrease is shown in the construction. During these two years, as we 





118 Banca Nazionale del Lavoro 


already mentioned, not only did the banks fill 
a substantial proportion of the gap between the 
level reached by the note circulation and the 
new level of deposits, but they also reverted 
with unexpected speed towards their former 
proportions among investments. By the end 
of 1946, advances and other credits to clients 
had actually reached 54.4°, of the ” alien 
funds”, a percentage twice as high as in 1944; 
and their absolute amount had increased 6 
times from 73.9 milliards at the end of 1944 
to 436 milliards at the end of 1946. 


11. — Evaluation of this behaviour cannot 
but leave one perplexed if, instead of consider- 
ing, as we have so far done, the amount of the 
various investments at the various dates, we con- 
sider the variations gradually registered by these 
investments: instead of considering how much 
importance the banks were able to recover in 
their credit intermediary function, we consider 
the amount of influence the banking system 
was in a position to exert upon the dynamics 
for currency and credit. 

It is clear that the infiuence exerted during 
1945 and °46 was opposite to that exerted dur- 
ing the war years. During the war, as shown 
by the figures on Table VI, the variations of 
advances and other credits to clients were ex- 
tremely modest, and in 1943 even negative, as 
was mentioned above. At that time banking 


YEARLY VARIATIONS IN PRINCIPAL CATEGORIES OF ITALIAN BANKS ASSETS 


activity, either deliberately or unintentionally, 
tended to neutralize growing inflation in bank. 
note emissions. Following the reasoning used 
in discussing the creation of deposits, one may 
come to the conclusion that this limitation of 
credits has served to brake rather than encoy. 
rage the expansion of deposits. In other words, 
the initially pointed out sharp decrease in ¢. 
posits as compared with note circulation is als) 
to be attributed to the limitation of credits on 
the part of the banks. And thus, in a certain 
sense and measure, the expansion of legal cur 
rency could be, at least partially, counterbalanc. 
ed by controlling the volume of bank money. 

During 1945 and °46 the reverse pheno 
menon took place, and this too, in a certain 
sense and measure, could be considered una 
voidable. Actually, if the banks were to re 
cover their former positions, including the: 
former distribution of investments, it was un: 
voidable that the increase in credits to bank 
clients should absorb a larger portion of th 
increase of deposits than in preceding years. | 
was not necessary, however, that the ” reco 
very” in distribution of investments took plac 
at the same time as the ” recovery ” in the de 
posits-note circulation ratio, and much less » 
for the said ” recovery” of investment dist: 
bution to take place with such a fast ” cr 
scendo ” as first appeared in 1945 and reached 
its peak during the second half of 1946. 


TABLE | 


AND COMPARISON WITH ”’ ALIEN FUNDS ”’ 











Yearly variations 
in ’’ available assets °’ 


Ratio in- 
crease to 
Percentage | increase in 
** alien 
funds ”’ 


Period Amount of 
increase 


(milliard increase 


Yearly variations 


Amount of 
increase 
(milliard 

lire) funds ** lire) 


Yearly variations 
in credits to clients 


in securities 


Ratio in- 
crease to 
Percentage | increase in 


Ratio in- 

crease to 

increase in 
** alien 


Amount of 
increase 


(milliard | increase alien 


Percentage 
increase 


of 
oe 
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It is enough to remember that, during the 
peak expansion of bank credits registered be- 
fore the war (1936), the increment was 2.2 mil- 
liard lire compared with a total volume of cre- 
dits to clients in the vicinity of 40 milliards, 
while the increment in the 1945 expansion was 
86.8 milliards and in the 1946 expansion 275.3 
milliards, corresponding respectively to 117.5 
per cent and 171.3 9 of the volume of credits 
at the beginning of the year. And, as for the 
” crescendo” of credit granting, it is sufficient 
to notice that, during the third (or fourth) 
quarter of 1946, the percentage of increase for 
some of the principal banks was 3 times that 
of the first quarter. 

Of course, the increased reconstruction needs 
in themselves called for appreciable increases 
in bank credits. However, we cannot overcome 
the suspicion that under the various circumstan- 
ces that physically limited ecenomic activity— 
lack of electric power, raw ‘materials, etc.—the 
increase of credits may have gone beyond the 
actual needs. Or rather, we cannot reject the 
possibility that it was this very increase of cre- 
dits which, as per Ricardo’s above-quoted ad- 
monition, caused the increased requirements 
of business activity under the most varied as- 
pects inasmuch as it mostly resulted in price 
and wage increases and a correlated accele- 
ration in the revaluation of capital property, in- 
cluding stocks. 


12. — This tends to confirm, based on a 
study of the employment of banking funds, 
what has been said based on the study of the 
” gathering” of deposits. It is true that the 
banks have lost importance as regards their po- 
sition in the credit intermediary system, but at 
the same time—and especially during the second 
half of 1946—they have acquired an unprece- 
dented importance in the influence they can 
exert on the dynamics of currency and credit. 
In Italy too the tail may have wagged the dog. 
. Actually, the credit expansion, consider- 
ing its amount and rate, could not but affect 
the creation of deposits in the sense amply set 
forth above. Besides other reasons, we saw 
(para. 3) that the increase of deposits may be 


considered as one particular case of the reval- 
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uation of property assets. And we have also 
suggested (para. 11) that the successive waves 
of credits inserted by the banks into the pro- 
ductive process may have substantially contri- 
buted to this revaluation. Under few other cir- 
cumstances, perhaps, could the creation of de- 
posits have had such a decisive effect as it may 
be presumed to have had in Italy during 1946. 
The expansion of credits would have therefore 
been the propellent factor in the expansion of 
deposits, so that the inflation of legal tender 
currency was accompanied and even out-run by 
a no less serious inflation of the bank money. 

This occurence could have been avoided, or 
at least reduced to almost negligible propor- 
tions, had the ” recovery” in the distribution 
of investments, that is, in the increase of credits 
to clients, been kept under control as long as 
the ” recovery ” of the deposits-note circulation 
ratio was in progress, i.¢., while the increase 
in deposits was following an upward trend (11). 

It may even be wondered whether one of 
these ” recoveries” is not incompatible with 
the other. Or at least it cannot be believed that 
the ’ recovery” of the deposits-note circula- 
tion ratio can be permanently achieved as long 
as there is a ’ crescendo” in the emission of 
banknotes. Such recovery did take place from 
1944 to 1946 inasmuch as from 1944 to 1945 
currency was being emitted at a decreasing rate 
(see Table II): from 128.8 °/ ofthe initial vol- 
ume in 1943 the increase dropped to 76.3 °% in 
1944 and to 22% in 1945. It is possible, al- 
though over-all data are still unavailable, that 
the ” recovery ” of this ratio had already ceased 
by 30 June 1947 as a result of both the increase 


(11) It can be argued that the limitation of credits advo- 
cated, apart from the influence which it could have exerted on 
deposits, would also have been instrumental in preventing the 
bulk of the new emission of banknotes. In fact, had the 1946 
increases of the "’ alien funds ’’ been distributed in the same 
percentages as in the preceding year (see Table V), the amount 
of credit extended to clients would have increased by only 
174.5 milliards instead of 275.3 milliards, while the differ- 
ence of a little over 100 milliards would have been di- 
tributed among investments in securities and disponibilita, in 
either way resulting in a correspondingly lower issuance of 
banknotes. The issuance, in this case, could have been kept 
within less than one-fifth of the amount actually reached (122.9 
milliards). In any event, even if allowance is made for the 
probable reduction of deposits, a limitation of credits could 
have appreciably reduced the emission of banknotes. 
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in the emission of notes and of the opposing 
declining rate of deposit increase. 

This conclusion would also be consistent 
with the fact that, with just this intention of 
preventing the piling of a credit inflation on 
top of a monetary inflation, it has already (se- 
cond quarter of 1947) been necessary to consider 
the advisability of restricting the extension of 
credits — and such restriction has actually oc- 
curred. It is not beyond possibility that this 
policy of restrictions may be further extended 
in order to face the expected decrease of de- 
posits; but, in so doing, while each individual 
bank would be following the ” sound” rules 
of traditional banking policy, the banking svs- 
tem as a whole would be running after its sha- 
dow: endeavoring to counterbalance the re- 
duction of deposits by reducing credits, which 
very initiative in addition to other factors would 
further reduce deposits. 

And thus the banks would once again ex- 
ert a dominating influence upon the dynamics, 
of currency and credit: they would be causing, 
even with the best intentions of cheking in- 
flation, a true credit deflation that would be 
no less harmful than the inflation they pro- 


posed to fight. 


13. — What conclusions can we draw from 
the analysis, perhaps overly spelled out, of the 
preceding paragraphs ? In truth, they are all 
but farfetched. 

First of all, it is to be stressed that the banks 
have the greatest interest in preventing mone- 


tary and credit inflation. Only by stopping 
inflation can they recover their former import- 
ance in their essential function as credit inter- 
mediaries. Needless to repeat, it would be vain 


for them to hope to recover that importance - 


without preventing, in proper manner and in 
due time, an excessive expansion of their cre- 
dits — and it would also be vain to hope to 
rescue the situation by pursuing a contrary po- 
licy of credit contraction. 

This leads to the stressing of another fun- 
damental aspect of banking policy, which is 
that while in other fields Adam Smith’s thesis 


may still be valid, that the best interests of all 
individuals are served by each individual ope- 
rating for his own private benefit, in the bank- 
ing field this does not apply. No matter how 
much each banking institution seeks its own 
good, maintaining the most scrupulous com- 
pliance with its duties, the banking system as 
a whole can cause, or at least intensify, the 
” seesawing” to the opposite phases of the 
cycle with all those serious disturbances of the 
general economic activity which are nowadays 
rightly considered so important, especially as 
regards employment. 

As far as this question is concerned, it may 
be said that a general agreement has been 
reached in the field of general economic policy, 
whatever the ’ creed” of the individual eco- 
nomist. It was Hayek, the staunchest suppor- 
ter of economic freedom, who represented an 
uncontrolled banking system as a cart travell- 
ing down a road bordered on each side by 
walls, which instead of keeping to the middle 
of the road; proceeds by bumping back and 
forth from one wall to another (12). 

All feel that this should be prevented, and 
this, proceeding from the metaphor to the con- 
crete, means that banking policy must be gov- 
erned by an integrated understanding of the 
over-all needs, especially those that affect the 
dynamics of currency and credit. It means 
that those who are responsible for banking po- 
licy must be given, through an appropriate 
choice among the various technical possibilities, 
the levers” necessary to implement their 
functions. 

This, to be sure, will impose restrictions 
on the initiative of the individual institutions. 
But these restrictions, on the basis of what has 
been said above, rather than braking the oppor- 
tunities of each bank, should serve to ensure a 
more steady and consistent progress, so that 
the individual bank and the banking system 
as a whole may effectively and stably recover 
and even increase their former importance. 


(12) F. A. von Hayek, Profits, Interest and Investment, 
London, 1939, pp. 90-9I. 
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1. — Last April, when the first number of this 
Review published the ” Considerations on the Dyna- 
mics of the Italian Inflation” by prof. G. Pietranera, 
the doubts on the future of the lira were growing, 
stimulated not only by the steady increase of the cur- 
rency and the rise in prices, but above all by the grave 
budget deficit estimated at not less than 610 milliard 
lire for the financial year 1946-47. How could the 
Treasury cover such a deficit and the others of like 
proportions foreseen for the future without recourse 
to new big note issues which would accelerate the 
progressive disintegration of the currency? What 
other remedies could be applied when the Govern- 
ment was losing credit, the subscriptions to Treasury 
bills were falling off more and more, when the possi- 
bility of floating public loans was becoming proble- 
matic after the poor results of the Reconstruction 
Loan issued in December 1946, when business was 
competing with the Treasury for the means required 
for reconstruction and reconversion, when the nego- 
tiations for foreign loans were proceding slowly and 
laboriously ? These remarks, repeated and turned 
into slogans, were beginning to shape the market out- 
look and to condition its behaviour, and this was lead- 
ing to what might have become the first stage in a 
national flight from the lira. During March and 
April 1947, but more especially in April, this danger 
acquired alarming proportions. The lira crisis made 
itself felt with full force in that most sensitive of busi- 
ness circles, the stock-exchange. The general index 
number for shares which, with marked ups and 
downs, had followed since 1946 an upward trend, 
thus adjusting itself to the rise in other prices, more 
than doubled in a few weeks. It rose from 1669.37 
on 20 March 1947 to 3593.06 on 5 May 1947 (1938= 
=100, Milan Stock Exchange). Such a boom, which 
again placed the Bourse in the centre of the stage 
after nearly twenty years of slumber, clearly showed 
the disorderly and speculative hunt for plus-values and 
above all for refuge investments. The crisis had not 
time to develop in the commodity and instrumental 
goods markets, but there also the upward trend of 
prices was more accentuated than in the first two 
months of 1947. 

The change of Government that occurred in May 
1947 and the prospect of a more systematic and better 
co-ordinated financial plan, with credit restrictions, 
control of the money market, limitation of expenditure, 
and growth of revenue receipts, led to a partial re- 
versal of the situation. Quotations slumped by nearly 
50 °/, on the exchanges (from 3593 on May 5 to 1875 


on July 7); this was due mainly to the tightening of 
credit on which inflated positions rested. On the 
other hand, the markets for real goods weathered the 
shock, though the rises in wholesale prices were less 
steep in June. Indeed they were and still are in- 
fluenced by the further note issues called for by Trea- 
sury needs and by the scarcity of goods, aggravated 
by the poor crops obtained in Italy in 1947. 

The apparently contradictory situation to which 
this has given rise (July 1947) is substantially a situa- 
tion of suspense. What is now known as ” the se- 
cond inflation of the lira”, that developed since June 
1946, has reached what might be called a turning- 
point. In some directions it has been contained and 
abruptly mastered; in others it is continuing; positive 
and negative factors cross wires, oppose one another, 
and condition the lines of the financial policy that the 
new Government is trying to make more decisive and 
coherent. The critical point has not yet been turned, 
even though the efforts now being made allow us to 
hope that we are entering on a new phase of consoli- 
dation. 

In the following paragraphs we shall endeavour: 


(a) to supply the data required for documenting 
the inflationary dynamics of the first half of 1947; 

(b) to describe more especially one aspect of the 
situation on which Prof. Pietranera could not dwell, 
i.e., bank credit in its connections with monetary dy- 
namics and with the present discussions on the need 
of a more systematic credit policy; 


(c) to define the more important positive and 
negative features of the immediate prospects. 


The growth of note circulation 
and the rise of prices 


2. — Taken as a whole the note circulation (Bank 
of Italy notes, AM lire, and Treasury notes) has in- 
creased from 30 June 1946 to 31 May 1947 by 162.6 
milliard lire, or by about 40 °%/, (Table I). The aver- 
age monthly increase in this period was 14.7 milliards, 
a rate of increase that might have been exceeded in 
June 1947. 

This growth of the currency was matched by a 
steady relative recovery of total production as com- 
pared to the first post-war period, a production which 
has however remained nearly stationary during the 
period under consideration. 
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TABLE 1 


PRODUCTION 








June 

July 
August 
September 
October 
November 
December 
January 
February 
March 
April 

May 


Note circulation (a) 


Index 
number 
(June 
1946 = 100) 


Amount 
(milliard 
lire) 


100 
103 
106 
109 
113 
116 
127 
125 
127 
132 
136 


402.5 
414.8 
425.1 
439-3 
452-9 
465-3 
512.4 
503-3 
511.7 
531.2 
548.7 
565.1 
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General 
Index of 
Industrial 

Production 
(6) 
(June 
1946 = 100) 


100 
104 
100.44 
III 
107 
096 
go 
80 
79 
80 
97 
114 


(a) Bank of Italy notes, Treasury notes and A-M lire. 
(4) Provisional estimates by the Confederazione Generale 


dell'Industra Italiana, 


Industrial output touched its highest point in Sep- 
tember 1946 when it rose to 59.58 (1938= 100), it fell 
during the winter, mainly owing to the deficient sup- 


wi 


sale 


pr 


(2) 


July 
August 
September 
October 
November 
December 
January 
February 
March 
April 

May 

June 


(a) June 1946 = 100. 


PRICES 


role- Cost of 
Living 


(2) 


Food- 
, stoff 
ices 


(2) 


Sources: as for Table D in Appendix, 


AND QUOTATIONS 


ply of electric power, and recovery only set in in the 
spring of 1947. The general index number of indus. 
trial production varied as follows (1938= 100) in 1946; 
57.06 in October; 51.55 in November, 48.0 in Decem- 
ber; and 1947: 46 in January, 42 in February, 47 in 
March, 52 in April, 61 in May (Table I), and undoubt. 
edly increased in June. 

Gross agricultural production, which had _ fallen 
to 57°% of the 1938 level in 1945, rose to 75° in 
1946; the forecasts for 1947 are however less fovour. 
able, owing to the poor cereal crops. 

The growth of the note currency, matched by the 
comparatively steady level of production, would seem 
therefore, at first sight, to justify a 40 to 50% in- 
crease in prices at the end of the first half of 1947. 

But the general rise in wholesale prices on the free 
market from June 1946 to May 1947 amounted to 
85°; the cost of living rose 115%. In June 1947 


the respective increases stood at 104% and 125% 
(Table II). 

How explain this divergency ? 

To fill the gap and account more fully for the 
inflationary phenomenon as a whole, we believe that 
the range and bearing of the fundamental factors of 
monetary dynamics must be more thoroughly studied, 


National Production 
and the Home Market 


3. — In the first place, the results of the revival 
in production since June 1946 should be estimated in 


TABLE II 


IN ITALY 


(June 1946 - June 1947) 


Share Price of 
quota- 
tions 


(2) 


in lire 


per gr. 


653 


710 
846 


947 


gold 
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Index 
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Index 
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in lire 


Price 
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Index 


(4) 


Price 
in lire 


366 


484 
512 
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relation to international trade and the volume of 
s which has exercised effective pressure on the 
level of domestic prices. To what extent and at what 
rate has production been used by the home market ? 
What ratio has been absorbed by exports or been 
withheld to build up stocks? What contribution 
has been made by imports ? 

The problem of production thus broadens out into 
a wider problem, that of calculating the volume of 
goods which has really been available during that 
period, a calculation which may widen or narrow the 
difference ascertained between the growth of the note 
circulation and the rise of prices. 

This group of problems—in themselves so delicate 
_is moreover complicated by other concomitant cir- 
cumstances of undoubted importance for the dyna- 
mics of inflation. Among the more important of 
these is the growth in the volume of business (and in 
this connection it would be worth while to make a 
gecial analysis of the stock-exchange), the psycho- 
logical causes that may have affected the velocity of 
circulation, and in correlation with them, any varia- 
tions in the distribution of money incomes that may 
have increased the pressure on the commodity market. 

It is difficult to solve these problems, for exhaus- 
tive statistical data are missing, the situation is a fluid 
one, and immediate results are often in contrast with 
lng term ones. The following notes therefore only 
attempt to make a first sketch of the situation arising 
fom the various factors mentioned. 































4. — During the period under consideration, which 
marked the re-entry of Italy into the international 
rade circuit, the excess of imports over exports was 
very marked. It has been calculated at 432.5 million 
dollars in 1946 and at 4o milliard lire in the first 
quarter of 1947 (see Tables L and M in Appendix). 

It might therefore seem at first sight that the open- 
ing of trade relations with foreign countries made a 
notable immediate contribution to the supplies avail- 
able on the home market, thus helping to contain 
inflation. 

But a more attentive study of some circumstances 
kads to. a more cautious judgment. The benefits Ital- 
iam consumption and production have obtained from 
lations with foreign countries must to a large extent 
te frankly ascribed to Allied ” relief”, and we may 
therefore enquire to what extent and within what 
limits the current of goods entering Italy may rightly 
be described as ” foreign trade”. 

Under these conditions the rapid recovery of Ital- 
ian exports since the first quarter of 1946, especially 
for certain finished products (1), is of special signifi- 




















(1) Exports, which in 1944-45 barely covered 3.3 °% of im- 
ports (as against 72.2 °% in 1938), succeeded in 1946 in cover- 
ing, according to valuable estimates (see Table L in Appendix), 
$% of imports including UNNRA supplies; in the first quar- 
tt of 1947 the percentage rose to 51 % (see Table M in Ap- 
pendix), 
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cance in view of the general depletion of the home 
market and has been the subject of lively controversy. 
In the opinion of some, this policy is held to have 
had inflationary reactions, and to have uselessly im- 
poverished the home market. This opinion has been 
expressed by Prof. Luigi Federici in a ‘recent article: 
” Acting on the presumption that we should only 
have been able to import the food essential for our 
existence and the raw materials required for the re- 
vival of our production, by procuring by exports the 
necessary foreign exchange, we sold last year on for- 
eign markets most of the goods in our warehouses 
and the largest possible volume of those that were 
being gradually produced” (2). 

Prof. Federici argues that the need of exporting 
goods in order to secure foreign exchange where- 
with to make essential imports has not been de- 
monstrated. His main argument may be briefly stat- 
ed in the words of Federici himself: ” Presumably 
in 1946 we received as gifts and on credit about 8/1oths 
of our imports. This means that, in spite of the zeal 
of the exporters who rushed to the easy corquest of 
markets needifflg everything and for the time being 
free from any form of competition, our lack of goods 
only enabled us to pay by our exports for barely 
1/5th of our purchases abroad. Now, was foreign ex- 
change absolutely essential for securing this fifth ? 
And was it worth while to deprive ourselves of those 
goods to secure so modest a return? ”. 

We see, indeed, that in 1946 Italy was able to 
avail herself of various means of payement estimated 
at 1,097 million dollars for purchases abroad. Our 
total imports, amounting to some goo million dollars, 
were covered to the extent of 4/5ths (about 720 mil- 
lion dollars) by these means of payment, exclusive of 


(2) Luicr Feverici, J/ Problema industriale italiano (’’ Italy's 
Industrial Problem ’’) in Rivista di Politica Economica, June, 
1947, P- 679. Federici also asserts that a more cautious consid- 
eration of the real general interests should have convinced ma- 
nufacturers that it would have been better business to sell on 
the home market with a view to lowering prices, checking 
the rise in wages, and thus reducing labour costs, rather than 
making every effort to push up exports. The A, does not 
deny that some exports were and are desirable in the general 
interest and he mentions more especially such luxuries as silk 
materials, perfumes, choice wines, etc., which the country 
should have renounced in view of its impoverishment. He 
considers however that the exports of such finished products in 
general use as cotton and wollen fabrics, shoes, etc., upset 
conditions in the country instead of promoting its economic 
and social prosperity. In this connection, we would remind 
the reader that the index nur.ers for clothing and general 
cost of living rose from June 1946 to June 1947, the former 
from 3107 to 9065 and the latter from 2611 to 5865. The ini- 
tial percentage difference of 19 9% had thus risen to 55 % in 
June 1947. As regards the relative weight of clothing expenses 
as an item in the cost of living, see G. Taciiacarne, Cost of 
Living, etc., p. 78 of this issue. 
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the proceeds of exports (1097 — 372=725) (3). Ex- 
ports therefore (372 million dollars) served for the 
most part to secure means of payment which were 
either not used or unusable. 

It should however be remembered that part of 
these means of payment (about 270 million dollars) 
was placed at the disposal of the Treasury for future 
requirements and that another part was not used for 
sound reasons (4). The reasons for the failure to 
spend the part ear-marked should therefore be con- 
sidered and this would lead us to compare immediate 
with long term needs, as will be shown further on. 

The heavy deficit in our balance of payments for 
the first quarter of 1947 has not silenced the views of 
those who object to a policy of indiscriminate export- 
ation, and this notwithstanding the fact that UNNRA 
assistance has come to an end. Rather, the doubts 
they express have been extended to other branches of 
activity. But we cannot enter further into this dis- 
cussion, which refers for the most part to contingent 
and transitory aspects of the situation. The whole 


problem dealt with is very complex, and reflects the 
difficulties the country must face and the lively dif- 
ferences of opinion aroused by the estimates of the 
priorities which should be assigned to the many needs 


(3) Report of the Bank of Italy, 31 March 1947, p. 45 et 
seq. According to this Report, Italy registered to her credit the 


following sums in 1946: 


Ordinary items: 


a) Exports: Millions of doll. 


— regulated by the Decree Law n. 39 
eee er ae ee 283.9 


regulated by general clearing agree- 
Sa ee ee 


reciprocity transactions. . . . . . 3.8 
exported by UNNRA..... . 3 
prvate compensations . . ... . 35.8 


6) Emigrants remittances and other invisible 
items 


Extraordinary items: 


— UNNRA fund 

— residual troop pay fund 
— residual F.E.A. fund . 
— post-liberation accounts 


— Export-Import Bank loan . . . . 675 


Total 1,097 


(4) Report above mentioned, loc. cit. The difficulties stand- 
ing in the way of the use of the residual means of payment 
have been various: general scarcity of raw materials and com- 
modities on foreign markets; impossibility of spending British 
exchange outside the Commonwealth area; high rate of ex- 
change for imports from free valuta countries. 


struggling to secure possession of the scanty ayail. 
able means (5). 

Naturally, the rise in dollar exchange from 235 
to 350 lire.as from August 2, 1947, and the control 
of import licences—considered by many inadequate— 
have provided fresh arguments to those who favoy 
that foreign trade be temporarily subject to priority 
discriminations. , 


5. — We cannot here make a thorough examin 
tion of this very delicate matter, for which moreover 
exhaustive data are lacking. Undoubtedly, the criti. 
cisms referred to have their importance when we 
consider contingent situations of brief duration, a ¢- 
tuation, moreover, which post-war disequilibrium; 
have made unduly sensitive. They should therefore 
induce us to be very cautious in estimating the de 
velopment of the Italian supply situation as a whole, 
during the period under review, and it is possible that 
for certain branches, such as clothing, the results aris. 
ing from the accelerated revival of exports may have 
been on the whole negative for the i:nmediate mon. 
etary situation. 

Should the matter however be considered over a 
longer period than that to which the critics of the 
export policy refer, the conclusions reached might 
perhaps be different. It would than be seen that part 
of the means of payment accumulated as the result 
of previous exports has been available in 1947 and or 
will exercise a beneficial effect. 

On the other hand, had exports been restricted, 
the return of Italian products on the international 
market might have been sacrificed to the needs of 
immediate consumption. Substantially, the problem 
is one of a choice between a policy favouring larger 
immediate consumption, and a policy which aims a 
rebuilding capital resources and reinserting Italy in 
the currents of world economy. Undoubtedly, there 
is room between these two alternatives for an infinite 
variety of middle courses. But in any case it must 
also be admitted that the valuable results of expand- 
ing exportation for the collective interests of the nx 


(5) It is now pointed out, for instance, that the most im- 
portant of our exports in the 1st quarter of 1947 are still those 
of the textile industries (47.19 °4); while, on the import side, 
raw materials for those industries account for 25.67 °/, of the 
total and will provide stocks for a long period. This priority 
granted to raw materials most of which will be processed for 
abroad, and whose reaction on the market will anyhow be 
delayed, has been considered excessive when compared to other 
supplies more urgently needed by the home market now suf- 
fering from scarcity of goods. 

On the other hand, fear is expressed at the results of the 
growing exports of fresh vegetables and fruit (140,914 tons 
valued at nearly 6 milliard lire in the 1st quarter of 1947; 
equal to 14 °% of the total value of our exports) on a country 
in which the consumption of meat is as small as it is in Italy, 
and it is pointed out that the cost represented by this item 
of expenditure to the family budget has risen more than cight- 
fold from June 1946 to June 1947. 
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tion depend on a whole series of conditions that pre- 
sume the revival of a free international market; con- 
ditions which, as a matter of fact, do not exist. 


6. — Tightness on the home market arising in 
certain branches from the special export policy has 
perhaps been accentuated by the recovery, however 
modest ,of the purchasing power of the working clas- 
ses whose long privations lead them naturally to put 
pressure on the supply of essential commodities. This 
is one of the critical points of the process of inflation 
brought about by the operation of the sliding-scale, 
which aims at adjusting nominal wages to the rising 
cost of living. 

This adjustment unfortunately sets in motion the 
vicious circle of wages-cost of living-wages, as an al- 
arming fatality. Thus, while from the first half of 
1946 until April-May 1947 real wages and real salaries 
improved somewhat (6), a further improvement can 


(6) Several calculations have been made on this matter and 
the increase of real remuneraticn has been estimated at between 
45 and 65 per cent from the 1st quarter of 1946 to the end of 
the 1st quarter of 1947. Real rates of pay however remain 
below the pre-war level, and to a marked degree for the higher 
ranks of salaried employees (see G. Tacuiacarne, Cost of Liv- 
ing, etc., in this issue, p. 79). 


MOVEMENT IN SOME BRANCHES OF HOME TRAFFIC AND AFFAIRS 


hardly be expected as a result of automatic adjust- 
ment as apart from such real factors as the increase 
of production, higher labour yield, larger imports of 
raw materials, etc. 

In any case, the effects of the improvement, which 
for many reasons may seem dangerous and precarious, 
can be seen in the rise in the cost of living and of 
food, and also in the velocity index of currency cir- 
culation in the food sector. 


7. — The divergency we have noted between pro- 
duction, foreign trade, and consumption has not en- 
tailed an arrest in business activity. The trend of 
course is not uniform in all branches, and there 
has been relative underconsumption of clothing as 
shown by the index number for retail sales in the 
big stores; but the other index numbers have all 
risen more or less (Table III) and, within certain 
limits, point to positive anti-inflationary developments. 
Above all the revival of railway traffic due to recon- 
struction has been and still is encouraging. 

A special reference should be made to activity on 
the stock-exchanges which from June 1946 to May 
1947 shows the highest comparative rises for the vol- 
ume of business and the level of quotations. The rise 
in stock quotations, which to a large extent has been 


TABLE Ill 














(1938 = 100) 
(2) 


Goods carried 


1946 January 
February 
March 
April 
May. 

June . 

July . 
August . 
September . 
October . 
November . 


December . 


January . 
February 
March 
April 
May. 
June . 


(a) Indices calculated on data supplied by the Rassegna 
Economica of the Associazione fra le Societa Italiane per azio- 
ni, May-July, 1947. 

(6) Indices corrected for price level (Centro per la Stati- 
stica Aziendale of Florence). 


Index of railway traffic 


Passengers 


; Number ‘of shares dealt 
on Stock-exchanges 
of Milan and Rome (c) 


Index of re- Index of daily 
tail sales in 
big stores Se 


8=1 
(193 (b) 00) Thousand 


clearings 
os (1938 = 100) 
(@) 


Index 
(January 
| 1946 = 100) 


75 
82 
171 


3,767 309 
3,590 295 


2,431 199 
2,805 230 | 


2,001 164 


4:947 406 
3764 309 


3,371 277 
2,509 231 
3.858 317 
3,052 250 
2,336 192 
2,328 Ig! 


(c) Sources: Centro per la Statistica Aziendale of Florence; 
Review Negotia, 1947; financial newspaper I! Sole, 1947. Indices 
calculated by us. 

(d) Source: Congiuniura Economica, 1947. 
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a movement for their adjustment to other prices, is 
shown in Table F in the Appendix. Generally speak- 
ing, the recovery of the stock-market may be consid- 
ered advantageous not only to the readjustment of 
the productive activities of the country, but also from 
a purely monetary standpoint. To a certain extent 
it may have made it possible to discharge on the stock 
exchanges part of the potential means of inflation 
which would otherwise have been centred on the com- 
modity market. On the other hand, however, the 
bullish trend on the financial market, which has made 
itself felt on several occasions, leading to the specu- 
lative boom of March-April 1947, could not fail to 
stimulate inflationary tendencies on the home mar- 
ket, especially as regards the general rise in the ve- 
locity of the currency circulation. 


8. — Indeed, the objective factors so far mentioned 
have reacted on and are in their turn influenced by 
the psychology which leads to the flight from money 
to real goods. 

The flight from lira towards the several kinds 
of refuge investments may be represented, with the 
rough approximation already referred to (7), by the 
velocity index for the various branches. We will 
do so by referring to the initial volume of the cur- 
rency in 1938 (22 milliard lire) and to the volume in 
April 1947 (548 milliard lire). The increase—as shown 
by Table [V—has been general but in varying mea- 
sure; the roughly approximate calculation does not 
however allow of quoting an average even if merely 
indicative. All we can do is to note an upward trend 
to which may be ascribed some degree of responsi- 
bility for the rise in prices above the limit marked 
by currency expansion. 


g. — Quantitative analyses, however approximate, 
do not lend themselves to a more thorough study of 
the several factors of monetary dynamics—note cir- 
culation, production, foreign trade, the domestic mar- 


(7) G. Prerranera, Considerations on the Dynamics, etc. 
above mentioned, p. 29. 


ket, the flight from the lira, etc. The difficulties met 
with in making such estimates—aggravated by the 
deficiency of reliable statistical data—explain indeed 
the varying and contradictory opinions held on this 
matter. 

Should one however wish to venture a general con- 
clusion, there would seem to be good grounds for 
stating that the increase that occurred beteween June 
1946 and June 1947 in the level of wholesale prices 
and the cost of living cannot be explained by the un- 
certain and sometimes contradictory reactions of the 
factors so far dealt with. Therefore at least a consid- 
erable part of the divergency already emphasized bhe- 
tween the increase in note circulation and the rise of 
prices, still has to be accounted for. To close the 
gap, we must turn our attention to credit expansion 
—which has been the object of so much discussion— 
and to the connected and sustained competition for 
scarce materials; this we shall do in the following 


paragraphs. 


Bank Money Expansion 
and Credit Policies 


, 


10. — During the period coinciding with the ” se- 
cond inflation of the lira”, or roughly speaking, since 
June 1946, the money market has enjoyed de facto free- 
dom. The Government has not exercised the con- 
trols with which it is theoretically vested by the Ital- 
ian Bank Act of 1936 still in force (8); in practice the 
Banks have been left quite free to develop indepen- 


(8) Art. 32 provides that banks must comply with the in- 
structions given by the supervising authorities as regards ”’ the 
interest rates and the conditions regulating deposits and cur- 
rent accounts; the ratio between the several categories of in- 
vestments considered both in relation to their liquidity and to 
the several branches of economic activity to which they refer; 
the ratio between net assets and liabilities, and the various 
modes of investing any deposits in excess of the amount fixed 
by the said ratio, etc. ”’. 


TABLE IV 


REAL VALUE OF CURRENCY IN CIRCULATION AND VARIATIONS IN THE VELOCITY OF CIRCULATION 


Prices in lire 


On 30 June 


(1938 =1) 


Fine gold 
U.S.A. dollar 
Lst. paper 
Swiss franc . 


Foodstuffs 


On 30 April 
1946 1947 





Percentage 
increase of 
the velocity 
index in the 
period 
30 June 1946- 
30 April 1947 


Real value of 
note circula- 
tion on 30 
April 1947 
(milliard lire) 
(1938 = 22) 


Velocity Velocity 


index on index on 


30 June 1046 | 30 April 1947 
(1938=1) (1938=1) 


1.627 118.70 
1.471 140.10 
0.85 134-9 

1.79 121.80 
2.66 144.— 












dent plans unchecked by any genera! policy designed 
on systematic lines. 

This has been one of the many aspects of that 
crisis of government authority brought about in It- 
aly by the grave events of the war and by inflation, a 
crisis that in view of sharply contrasting interests can 
only be slowly overcome. From the technical stand- 
point, the possibility for the Government to assert its 
authority was perhaps weakened by partial and hasty 
reforms; for instance, the abolition pure and simple 
of the Ministerial Committee and Inspectorate for the 
Protection of Savings and the Exercise of Credit (Sep- 
tember 1944) injured rather than promoted the effi- 
ciency of the guiding action of the Government. 

Viewed from this standpoint, the Italian situation 
has developed on radically different lines from those 
followed, under more fortunate circumstances, by other 
liberated countries of Western Europe, above all by 
Belgium and Holland. This divergence does not con- 
sist only in the fact, significant as it is, that Italy, after 
lengthy discussions, decided to abandon the idea of 
exchanging the currency notes and the accompanying 
measures of a partial block of the liquid means in the 
hands of the public, which in Belgium and Holland 
provided the basis for an energetic action for monetary 
rehabilitation (9). 

The difference, which is correlated to the diversity 
of some fundamental objective conditions, went yet fur- 
ther, involving the use of other means of controlling 
the money market which do not require the compli- 
cated operations entailed by the note exchange, or are 
quite normal and even compatible with a competitive 
economy. 

None of the following means have been employed 


in an efficient way in Italy to stem the growth of in- 
flation in 1946: 


(a) automatic ratios fixed for liquidity or solvency 


(9) The *’ exchange of banknotes ’’ found support in Italy 
almost exclusively under the following three aspects: (a) as a 
measure against the foreign holders of large parcels of Italian 
banknotes illegally acquired or carried out of the country dur- 
ing the war (e.g. in Germany); (b) as a means of affording 
relief to the Treasury, resulting from the cancellation of the 
notes not presented for exchange; (c) as a means for acquiring 
a more thorough knowledge of the consistency of private for- 
tunes with a view to the assessment of the proposed extraor- 
dinary tax on capital. 

In the course of the discussions and controversies to which 
the proposal gave rise the two first aims gradually lost import- 
ance as a result of the *’ safety measures *’ the parties concern- 
ed had time to take. The third aim—the fiscal one—though 
it was reasserted again at the time when the extraordinary tax 
on capital was adopted (July 1947) did not succeed in securing 
its adoption. 

Generally speaking, practically no attention was paid . to 
that feature of the operation which, considered as a means for 
controlling inflation, is the most important of a ’’ monetary 
purge "’, z.e., its value as a means which allows of neutraiising 
the superabundant purchasing power by partially blocking li- 
quid funds and then by gradually unfreezing them to mect 
the needs of the home market and the Treasury. 
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or investments in Government securities, such as were 
fixed by the Belgian Goverment in February 1946. 
Even the ratio of 1 : 30 which the Italian banks should 
have maintained between capital plus reserves and de- 
posits has been submerged by the forces of inflation 
and has not been applied, though it has neither been 
modified not replaced by any other rule better suited to 
prevailing conditions; 

(b) the requirement that credit operations for 
amounts exceeding certain fixed limits be authorised 
by the central authorities, as in Holland. Measures of 
this king would however have been of doubtful value 
in Italy owing to the different features of the market; 

(c) the raising of the bank rate, to which some 
liberated countries of Western Europe have had re- 
course. The Italian authorities doubted the efficacy 
of an increase for such purposes, as the ample funds 
at the disposal of the banks made them independent. 
In Italy the bank rate has thus remained unchanged at 

°%. This negative attitude may be comprehensible 
under the special circumstances, even if it may seem 
desirable in the future to revive the use of the bank 
rate as one feature in a more organic system for the 
direction of credit; 


(d) neither has any general policy been adopted 
for guiding and co-ordinating the action of the banks 
based on an organic conception of monetary and credit 
problems, a policy enforced chiefly by means of per- 
suasion and the establishment of co-operative relations 
between the controlling bodies and the banking world. 
This would perhaps have been the wisest plan to fol- 
low. Although France has not displayed the same 
vigor as Belgium and Holland, yet the Conseil Natio- 
nal du Crédit has made an interesting experiment in 
this matter since december 1946. 

What has been the effect on market trends of the 
substantial liberty enioyed by the Italian banks ?. What 
have been the characteristic developments of Italian 
banking and how have they reacted on the course 
of inflation ? 


11. — Two articles published in this review, by 
Prof. A. Gambino and by Dr. M. Mancini, afford a 
critical survey of the developments of Italian bank- 
ing in 1946. The considerations that emerge from 
these two articles and from other analyses may be 
summed up as follows: 


(a) Expressed in real values, the amount both 
_of banks deposits and bank loans (exclusive of those 
to the Treasury) has shrunk considerably as com- 
pared to the pre-war figures (10). But in considering 
currency problems, it is the intensity and velocity of 
the movements rather than the actual amounts that 
should be studied. Viewed from this angle, the banks 
have been exercising a special influence of late. In- 


(10) Deposits: from 55,532 million lire on December 31, 
1938 to 19,608 million lire (corrected for price level) on De- 
cember 31, 1946; credits to clients: from 44,700 million lire to 
11,857 million lire. 
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deed, the variations both in deposits and loans to 
clients were exceptionally wide in 1946, exercising 
greater pressure than ever on the monetary dynamics. 

(b) In the case of deposits, there was an increase 
of 63.4°% in 1945 and of 77.4% in 1946 (from 248 
to 406 and then to 721 milliard lire) as compared to 
an increase of 12.1 °/ and of 2.9% in 1936 and 1937 
respectively. As in 1945 and 1946 the circulation in- 
creased by a much smaller percentage (22 °/ and 31.5 
per cent respectively), the ratio of deposits to cir- 
culation, which had slumped from 252 °% in 1938 to 
86.8 °/ in 1944, marked a partial recovery, touching 
104.3 °%, at the end of 1945 and 140.7 %, at the end 
of 1946. 

What this increase in the volume of bank deposits 
in 1946 (315 milliard lire) represents for business ex- 
pansion will be realised if we compare the figure to 
that for the national income. It amounts to about 
15 °% of the national income as again an increase of 
less than 5 °{ in 1936 and a still smaller one in 1937. 


(c) Still more marked has been the increase in 


influence on the ” creation of deposits” (12). In this 
way the banks, reversing a policy followed until 1944, 
contributed during 1946 to increase the inflation caus. 
ed by the expansion of ” legal tender” currency by 
the timulus given to the expansion of bank money, 


(e) Credit expansion was not halted on Decem- 
ber 31, 1946; it has continued at a notable even though 
less rapid rate in the early months of 1947, notwith- 
standing the first doubts and warnings. Data ar 
available only for a few banks, but those on the g- 
tuation of the four major banks (Banca Commerciale 
Italiana, Banca Nazionale del Lavoro, Banco di Roma, 
Credito Italiano) on 31st March 1947 are significant 
enough. In their case the increase in the first quar 
ter of 1947 amounted to about 30 milliard lire for 
the credits to clients and to some 23 milliard lire for 
the alien funds (bank money); the percentages of in. 
crease remain at a fairly high level—exceeding 16% 
and 8% respectively—as compared to over 42 °, and 
14,5 % in the fourth quarter of 1946 and over 40° 


and 30 % for the third quarter of that year (Table V), 


ACTIVTY INDICES OF THE FOUR MAJOR ITALIAN BANKS (a) TABLE V 








Total deposits 


Amount 
‘aa . Index 
(million lire) 


nn 185,845 100 
30 September 1946 . . . . 242,390 130 
31 December 1946 . . . . 277.541 149 
Ce 300,796 162 


2 


Ratio of index 
3 to index of | 

sits ratio note circul- | 
Amount (June 30, ation | 


Credits to clients Credits-depo- 


(million lire) oe 1946 = 100) (June 30, | 
‘ 1946=100) | 


88,877 100 
124,769 140 
1775395 199 
207,085 233 


(a) Banca Commerciale Italiana, Banca Nazionale del Lavoro, Banco di Roma, Credito Italiano. 


the volume of bank loans to clients; it was 117,50 °% 
in 1945 (from 73.9 to 160.7 milliards), and 171.3 °% in 
1946 (from 160.7 to 436 milliards) against a percentage 
of 5.5 in 1936, the pre-war year of maximum credit ex- 
pansion. The rise of bank loans was accelerated in 
the second half of 1946 during which it increased by 
no less than go °%. In this way, the ratio between 
bank loans to clients and alien funds (total deposits 
plus assegni circolart) (11), which had fallen from the 
78.7 °%, of 1938 to 26.7 °% in 1944, had risen to 54.4 % 
at the end of 1946. 

(d) It is not possible to express in figures the 
extent to which these variations in the amount of 
deposits were determined by the loans made by the 
banks; but the credit expansion—as a result of the 
well-known correlations—had undoubtelly a decisive 


(11) See footnote 9, p. 115 of this issue, 
(12) It should be noted that the maximum growth of alien 
funds in 1946 occurred in the case of those groups of banks 


In the second quarter of 1947 there was however 
a sudden halt in the concession of bank loans. 


(f) The expansion of business credit (loans to 
clients) proceeded at a rate which led to a sudden 
change affecting the Treasury. In the second half 
of 1946 the deposits placed by the banks at the dis 
posal of the Treasury fell from 366.9 to 362.7 million 
lire, and the ratio of such assets to total deposits fell 
from 68.8%, to 50.2°%. The reduction would have 
been yet more marked were we to consider only the 
last quarter of 1946. This led to a more pressing 
need for new note issues, with all their inflationary 
reactions. Events developed along line similar © 
those experienced in France in 1946, and would re 


which did the largest credit business. Thus we find a maxi 
mum increase of 94.8% and 213% respectively for alien 
funds and credits to clients in the case of the three *’ banks of 
national interest ’’ to an increase respectively of 60.1 % and 
132.1 % for the Savings Banks. (See Table E, in Appendix). 
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pay a careful analysis like that made for that country 
by the Conseil National du Crédit in its ” Premier 
Rapport Annuel”, 1947. 


12. — The above skeleton data call attention to 
the two points of the Italian banking system now 
most discussed. The first concerns the appreciation 
of the so-called credit expansion which has occurred 
in Italy, more especially from June 1946 to April 
1947. In the opinion of Prof. Gambino this uncon- 
trolled experiment has not been without inflationary 
reactions. The second point relates to the general 
problem of securing a systematic direction of credit 
policies, a problem to which the aforesaid credit 
expansion and its reactions on the Treasury situation 
have drawn attention. On this point both Prof. Gam- 
bino and Dr. Mancini agree on the need of a more 
systematic central policy. 

The writer of this Survey agrees with the cautious 
general conclusions of Prof. Gambino and Dr. Man- 
cini: to which he would only add a few further re- 
marks. 


13. — It is interesting to note that some of 
the comments contained in the Federal Reserve Bul- 
letin of March 1947 on the ” rise of bank loans” in 
the United States in 1946 throw light on the Italian ex- 
perience, more especially on the June 1946-April 1947 
phase of credit expansion (13): ” Strength in the de- 
mand for bank credit stems largely from forces ac- 
companying a high level of economic activity and 
rising prices. Many of the loans extended by banks 
in 1946 facilitated the expansion in production of 
goods and services during the year and in this way 
contributed to overcoming inflationary pressures. At 
the same time, however, the addition of new deposits 
from the increase in bank loans was in itself a fur- 
ther inflationary factor. In addition, some of the 
funds made available through bank loans were used 
by business to bid for scarce material... or by con- 
sumers to swell the demand for goods in short supply, 
without resulting in any substantial addition to the 
national production. In other words, by borrowing 
from banks, some producers were able to bid away 
productive resources from others, who in turn were 
induced by active business conditions to seek addi- 
tional credit with which to protect their own opera- 
tions. Some business and individuals, moreover, were 
encouraged by inflationary price advances to seek 
loans for purposes of inventory speculation, and these 
loans not only added nothing to production but tended 
to reduce total output”. 

This passage could well be used to describe the 
developments of the Italian situation, only the colours 
would have to be heightened. 

Thus, in the case of Italy, ” the level of economic 
activity” in the second half of 1946 diverged to a 
much more marked degree from that of credit ex- 


(13) Federal Reserve Bulletin, March 1947, p. 242. 
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pansion and the creation of bank money; to confirm 
this one need only compare the force of this last in- 
flationary factor to the comparatively stationary situa- 
tion of Italian production and the moderate upward 
trend of traffic, the data for which will be found in 
paragraphs 2 and 7. 

Given these conditions of scarcity, there can be no 
doubt that the influx of credit waves must have fa- 
voured an eager search for scarce materials by com- 
petitive producers, leading to further price inflation. 

In Italy, moreover, the desire to secure raw ma- 
terials was stimulated not only by the competition 
among producers to secure priority in the resumption 
of production, but also, and to a much greater degree 
than elsewhere, by the endeavour to build up stocks 
as an insurance against the wavering policy of the 
Government in making allocations, and against lira 
depreciation. The hoarding of raw materials, lasting 
agricultural products, and finished products, in ex- 
pectation of progressive price rises, had undoubtedly 
been directly and indirectly fostered by the expansion 
of bank loans with its inevitable reactions on the in- 
flationary pressures. 

Nor can it be excluded that the. effects of credit 
expansion have not been limited to the creation of 
bank money and the support of speculative trends; 
it is more than likely that in some marginal cases 
they have reacted on the legal tender itself, not cnly 
indirectly by compelling the Treasury to have recourse 
to the printing press, but directly, by forcing the Cen- 
tral Bank to intervene for liquidity purposes, The 
statements of the Bank of Italy (see Table C in Ap- 
pendix) from the end of February to the end of April 
1947 reveal an increase of some importance both for 
discounts (about 7.5 milliard lire which cannot be ac- 
counted for by the food pools) and for advances 
(over 5.5 milliard lire). The reason for these varia- 
tions are not known, but various circumstances make 
it seem likely that they were due for the most part 
to assistance given—by new issues—to strengthen the 
liquidity of some banks that had responded perhaps 
too willingly to the growing request for credit. It 
would seem that similar operations occurred also in 
May 1947; this would confirm a somewhat inflationary 
pattern of the previous banking policies. 


14. — To avoid misunderstandings on the part of 
those who consider the matter from other standpoints, 
it should be remembered that when inflationary re- 
actions are attributed to the credit expansion of 1946- 
47, the matter is considered: a) in its monetary aspect 
only, and b) quite apart from any appreciation of the 
activity of the individual banks. 

First of all, the admission of the inflationary re- 
actions of that credit expansion does not imply failure 
to recognise the service it rendered to the needs of 
Italian economic reconstruction. Prof. C. Bresciani- 
Turroni (14) has called attention to this point, by not- 


(14) In the newspaper Corrisre della Sera, July 16, 1947. 
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ing that the vigorous action of the banks was the 
necessary means for the recovery of Italian productive 
activities, and is therefore deserving of approval from 
that viewpoint. We must share this opinion, but 
with two limits. The first is the limit beyond v hich 
bank loans may have been used to encourage certain 
forms of speculation or for competion in building up 
stocks and securing products and raw materials on a 
poorly supplied market. The second limit is traced 
by the needs of the Treasury. We cannot expect 
that the Italian Treasury, in this very difficult period 
of adjustment, could and should be able co do with- 
out the support of the banks. The success of the 
policy it pursues depends indeed on their co-opsration 
which alone can supplement the other sources of re- 
venue and prevent an excess of inflationary issues 
which would be injurious to eco.oiic recovery it- 
self. One of the fundamental problems that the libe- 
rated European States have to solve in their efforts at 
securing monetary rehabilitation is precisely this of 
adjusting the needs of public finance and those of 
production. The solution which finally is considered 
to be the most daring and logical, the Belgian plan, 
aimed at preventing, ever since February 1946, that 
monetary rehabilitation should be sacrified to the re- 
quirements of private investments. In the opinion 
of some, it would have even ended by giving privrity 
to the former purpose over the latter, as a result of 
the automatic features of the system adopted. In 
Italy, where a_longsighted and systematic policy of the 
Belgian type was impossible, a solution of this prob- 
lem can no longer be delayed. Undoubtedly in our 
country it is much more difficult to conciliate public 
requirements with those of business, for in Italy the 
available supply of capital is far more inadequate to 
meet the several competing needs, and the presence 
of 2 million unemployed makes it necessary to en- 
courage production and therefore to follow a more 
elastic credit policy. But an arrangement under which 
the needs of the Treasury are not neglected should 
be reached here also, even if the priorities be differ- 
ent. Indeed, it is essential for monetary stability that 
production be assisted and encouraged; but monetary 
stability is in its turn essential to the sound develop- 
ment of productive activities and it cannot be secured 
if the Treasury should be compelled—here and now—, 
by a too marked inversion of bank credit, to finance 
exclusively by inflationary measures the deficits aris- 
ing from the legacy bequeathed by the war. Recourse 
by the Treasury to the money market should of course 
be co-ordinated with a strict financial policy which 
will select the objects of national expenditure and 
make sure of their productive character; perhaps the 
difficulties encountered in this matter can explain the 
resistence offered and the perplexity felt even by 
* neutrals” at the claims of the Treasury. 

In the second place, credit expansion, with its prob- 
able inflationary reactions, does not, with a few pos- 
sible exceptions, authorise us to blame the conduct 
of the individual banks. Left to their own devices, 


and in the absence of a systematic plan for co-ordi- 
nating their action, the several banks could only be 
guided in their conduct by the classic rule which tells 
them to seek their own advantage by applying the 
rules likely to assure the best returns on unilateral 
lines. This inevitably led them to give their prefer. 
ence to commercial transactions and to participate in 
highly profitable business arising from the contingent 
situation. Market activity led to a rise in the already 
high rates and commissions. This made it possible 
to consolidate the profit and loss accounts, depressed 
by the growing cost of staff. It should have been 
the business of the monetary authorities to incorpo 
rate the necessarily one-sided criteria guiding the 
banks in a body of general rules drawn up to meet 
the requirements of monetary rehabilitation and the 
direction of credit policies. This is the task the new 
Government is now tackling, though later than the 
other liberated countries of Western Europe. 


15. — It is not yet possible to say how this task 
will be accomplished. The work is still in the study 
stage and only the general outline of the plan under 
consideration is so far known. The two aspects of 
the question are: (a) the reorganisation of efficient 
organs of control, and (b) the determination of the 
general rules regulating the control itself. 


(a) A special decree, D.L.P. No. 691, of July 17, 
1947, has just been issued which deals with the first 
point. It sets up an ” Interministerial Committee on 
Credit and Savings” to which it assigns ” general 
supervision for the protection of savings, and over 
matters relating to credit transactions and foreign ex 
change”. The Minister of the Treasury is the Chair- 
man of the Committee on which sit the Ministers of 
Public Works, Agriculture, Industry and Commerce, 
and Foreign Trade. The Governor of the Bank of 
Italy takes part in the meetings of the Committee exer- 
cising ” the powers and functions vested in the Head 
of the Inspectorate of Credit” by the Bank Act of 
1936. ” In making its enquiries and carrying out its 
decisions the Committee makes use of the Bank of 
Italy to which are assigned the functions of the Ins 
pectorate of Credit”, which, as stated, was suppressed 
by the D.L.L. No. 226 of September 14, 1944. 


We have thus returned in part to the pre-war 
system; the suppression of the Inspectorate of Credit 
still holds good, its place being taken, generally speak- 
ing, by the Bank of Issue. 


(b) As regards the second point, we have al 
ready mentioned that the Bank Act of 1936, still in 
force, assigned to the credit control organs ample 
powers for directing investments and fixing rates. It 
would seem from the statement of principles made 
by Prof. Einaudi—Minister of the Budget and Gov- 
ernor of the Bank of Italy—that in exercising these 
powers the Authorities will respect the independent 
initiative of the individual banks. ‘hus, as regards 
the control of the ” quality” of the investments, ac 
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tion would be limited to laying down general lines 
which would not mortify the responsibility and en- 
terprise of the banker. The announcement of these 
principles has been received with satisfaction as in 
keeping with the free enterprise system existing in 
Italy and with the proved capacity of the Italian 
banking system. On the other hand, a new device 
would be introduced to assure quantitative control, 
and this gives rise to some opposition and to many 
doubts. Substantially, the proposal contemplates the 
automatic mechanical control of bank deposits by 
enforcing special ” reserve requirements” related par- 
tially to the capital and reserves of the banks, and 
partially to the alien funds held by them. Thus, for 
the time being, participation of the Treasury in the 
resources of the money market, and in the long run 
a more efficient means of controlling expansions aris- 
ing from cyclical movements would be assured. A 
summary description of the proposed system is given 
by Dr. Mancini in his study. Tre proposal is still 
however the subject of lively controversy. The cri- 
sicisms which the Belgian and Dutch banks have 
expressed in more or less explicit terms of the strict- 
ness of the systems of control introduced in those 
countries (15) are now being repeated in Italy. What 
is most dreaded is inelasticity in the banking sys- 
tem and the draining of resources for purposes 
that are not those most advantageous to the com- 
munity. These are the dangers inherent in any auto- 
matic system; they can only be attenuated when the 
organs of control possess a degree of sensibility and 
equilibrium which enables them to vary the reserve 
percentages as conditions may require. Considered 
from this angle, the organisation of the control organs 
becomes a matter of much importance, now de jure 
disciplined by the above mentioned decree of July 17, 


1947. 


16. — Meantime, prior to the reorganisation of the 
control organs, and while awaiting the elaboration 
of the new principles to be adopted, the banks have 
carried out a general policy of credit restriction. June 
and July 1947 are marking a typical phase of credit 
stringency in Italy. As was to be expected, this sud- 
den change of policy has already given rise to deli- 
cate problems for those many branches of Italian in- 
dustry which are in need of rebuilding stocks or must 
convert or modernise their plants. The execution of 
such plans calls for large investments of capital the 
companies do not possess, and they therefore need an 
easy money market. On many sides attention is al- 
ready being called to the danger that ” stringency ” 
may overstep the critical point beyond which it de- 
feats the objects it has in view, acting as a drag on 
the recovery of production. Pressure is already being 
exerted from important quarters in favour of less 


(15) See, for instance, the 1947 Reports of the Banque de 
la Société Générale de Belgique (pp. 26-27), the Rotterdamsche 
Bankvereeniging (pp. 7-8), etc. 
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stringent measures. It will be up to the new organs 
of control to perform the very difficult task of finding 
the right line of demarcation, and of incorporating 
credit policies in a wider general policy designed to 
stem the forces of inflation. 


Present Problems 


and Prospects 


17. — Prof. Einaudi is basing his plans for the 
control of inflation on the classic principle that the 
solution of the financial problem is the necessary pre- 
mise for monetary rehabilitation. Public expenditure 
must be curbed, and national revenue forced up, so 
as to reduce the budget deficit and with it the issue 
of bank notes. Such is the policy now guiding the 
management of Italian finance which has led to the 
creation of the new ” Ministry of the Budget”. 

Undoubtedly a remarkable effort has already been 
made to balance the budget for the financial year 
1947-48 (see Table A in Appendix). The original 
estimates, drawn up last April, placed receipts at 520 
milliard lire, almost four times the figure of the ori- 
ginal estimates for 1946-47. To secure these results 
the Government counts above all on strengthening or- 
dinary taxation, assigning to extraordinary taxation 
a subsidiary and emergency function. Thus the lar- 
ger receipts as compared to the estimates for 1946-47 
are provided to the extent of 275,016 million lire by 
ordinary taxation, and to the extent of 97,499 millions 
by extraordinary (capital levy, war and emergency 
profits, etc.). 

As the April estimates placed expenditure at 831,771 
million lire, the deficit was foreseen in 311 milliards, or 
about half the probable amount of that which will be 
shown by the final accounts for 1946-47. Even leav- 
ing aside the depreciation of the lira, this result is 
undoubtedly encouraging. 

But will it be really secured, or will the estimates 
be overwhelmed by unforeseen developments in na- 
tional finance, so ” dynamic” in this critical stage of 
events? The experience of 1946-47, during which 
the gap between receipts and expenditure continued 
to widen until it reached 610 milliard lire, is a warn- 
ing that weighs on the present estimates. Speaking 
on June 18 ult., Minister Einaudi said: ” the difficulty 
consists in preventing estimated expenditure from ris- 
ing more rapidly than assessed receipts”. Fortuna- 
tely, not only is the situation clearly understood by 
our financial authorities, but it is being energetically 
tackled by an elastic policy which aims at covering 
every increase of expenditure by a like increase of 
income. Until now these two racers” have kept 
abreast. In the revised estimates, presented in July 
1947, expenditure, as a result of recent developments, 
had risen to 922 milliard lire, but receipts had also 
risen to 612 milliards, and the estimated deficit thus 
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continued to stand at 309 milliard lire. And this is 
another and very encouraging fact. 

What will be the further developments in the race 
between revenue and expenditure ? There seems to 
be little doubt that expenses will show further increa- 
ses; many factors are already at work to bring this 
about. Among these, a specially dangerous item is 
that represented by the cost of civil service salaries 
which absorb nearly one third of the revenue origi- 
nally estimated. The rising cost of living and the 
agitation to secure salary rises for public employees 
are premonitory symptoms. Again, Government pur- 
chases abroad of such essentials as wheat are rising 
with the higher exchange rates in force since August 
2 (from 225 to 350 lire for the dollar). 

If the Government is to offset these and similar 
negative factors, it will have to persist energetically 
in the policy of which we have noted the first in- 
stances: it must secure new receipts by means of 
heavier taxation, raise political prices kept at an arti- 
ficially low level, contain certain items of expendi- 
ture. It should undoubtedly be possible to act on ex- 
penditure; need only remember that the Ministry of 
Defence absorbs over 153 milliard lire (over 18° of 
total estimated expenditure) of which more than 54 
per cent is accounted for by the cost of salaries, mostly 
to civilian staff; moreover, generally speaking, the 
civil service is over-staffed with unproductive persons. 
Theoretically, the increase of political prices might also 
be justified. As for the revenue, the hopes of an 
increase are, based above all on the improvements now 
being introduced into the services for assessment and 
control and the repression of tax evasion. Here, how- 
ever, progress is hindered by serious reasons of a 
social character (about 2 million unemployed, real 
wages still considerably below the pre-war level) and 
by the need that the pressure of taxation on produc- 
tive enterprises, now burdened by the capital levy 
decided on in March 1947, be not raised to an anti- 
economic level. 

But the really critical point in the financial situa- 
tion is not to be found in suchlike difficulties. It may 
be summed up in two points: (a) the burden of the 
so-called ” passive balances”, i.e. expenditure pledged 
in previous financial years but not yet settled; and 
(b) the danger of a steady rise in prices. 


18. — It is reckoned that expenditure pledged in 
previous financial years that still has to be met amount- 
ed on June 30, 1947, to nearly 500 milliard lire. This 
is a burden weighing dangerously on the current and 
on future financial years. The extent to which it 
will affect the situation in the next twelve months 
cannot be calculated, but very probably it will make 
its influence felt and will tend to drive up the cash 
outgo of the Treasury beyond the 310 milliards odd 
which have been estimated. 

It would already be very difficult for the Treasury 
to cover a deficit of 310 milliard lire by recourse to 
the Italian money market thus avoiding the need of 


further currency inflation, at least in the next few 
months. The system of ” reserve requirements”, to 
which reference has been made above as a means of 
securing for the Treasury a share of bank funds, has, 
like all else, its limits (16), and the placing of a 
medium or long term loan would call for a preli- 
minary consolidation of public confidence. This will 
make it inevitable, at least in the first monhts of the 
financial year, to have recourse to new, even though 
limited, note issues. 
A further cause for the expansion of such issues 
may be found precisely in arrears of expenditure. 
Then again, during the next few months the 
pressure on the currency of the needs for financing 
the wheat pools will make itself felt, though to a 
much less extent than in 1946 owing to the poor har- 
vest, as a result of which currency expansion from this 
cause is estimated at 10 to 15 milliard lire as against 


31.4 milliards in 1946 (17). 


19. — The Italian market will therefore have to 
stand for yet other months the pressure of new note 
issues, notwithstanding all the efforts of the Govern- 
ment to avoid them. This calls attention to the 
blem already so critical, of prices. Will the market 
succeed in absorbing the new note issues, neutralising 
their pressure on prices ? 

The fact is that in the two months following mid- 
May, while stock-exchange quotations fell from the 
speculative heights previously touched, prices continued 
to rise, by 5.19 94 for the foodstuff cost and by 14.78 
per cent for wholesale prices in May, and by 6.54‘, 
and 2.05 °%% respectively in June, nor has the trend 
been reversed in July (Table VI). 


TABLE Vl 


PRICE MONTHLY INCREASES IN ITALY (a) 
(January-June 1947) 








Wholesale “Foodstuff 
prices cost 





Cost of 


| Month 


| 


January 2.09 % 


February 3-64 % aa 
March 6.37 % 

9-51 % 
14.78 %, 


2.05 % 


| 
April | 
May | 





June 


(a) Calculated from data of the Bollettino dei prezzi, n. 3, 
of the Central Insttute of Statistics. 


(16) Be it remembered that the yield of the money markct 
to the Treasury fell to 146 milliards in the first post-war fiscal 
year 1945-46, when business revival had only timidly started 
(see M. Mancini, The Italian Money Market etc., Table Il 
in this issue). 

(17) See Report of the Bank of Italy, March 31, 1947; 
p- 223. This year, unfortunately a bad crop year, the volume 
of wheat to be pooled is estimated at g00,000 m. tons (as 














Should this trend persist, the financial policy of 
the Government would be seriously endangered. The 
ap between income and expenditure would widen; 
and the dreaded spiral of mutual reactions, now 
further strenghtened by the sliding scale for wages, 
would accentuate inflationary developments. A rela- 
tive stabilisation of prices, therefore, is not only 
the aim of present Italian financial policy, but also 
its necessary premise; as was clearly stated in the 
debates on the chances of success of the capital 
levy (18). 

Thus the action taken to fight inflation broadens 
out beyond the purely financial field and enters that 
of general economic problems. Within this ampler 
purview, a more vigilant credit policy finds its place, 
a policy which, without mortifying productive acti- 
vity, should find the means of preventing note ex- 
pansion and the price movements from being accen- 
tuated by forms of credit expansion. But while cre- 
dit policy plays a supplementary part to monetary 
policy, and demands the same spontaneous collabo- 
ration of the banks whose best interests require the 
arrest of currency depreciation, yet there are limits 
to a policy which must needs be elastic, especially 
during the present stage of reconstruction. 

After all, the primary factor for neutralising note 
issues and blocking price movements is to be found 
in the growth of production and of the supplies avail- 
able for the home market. Thus the field of action 
shifts once more and includes problems whose solu- 
tion no longer depends on the efforts, however ener- 
getic and co-ordinated, of the Italian Government, 
but also, and to a marked degree, on foreign colla- 
boration. Indeed, never so much as now has the 
monetary problems become for Italy a problem of 
contributions from abroad, more especially from the 
United States. 


20. — Now, what are the prospects for production 
and supplies in the near future? 

As for industry, the production plans drawn up 
some time ago by the Italian Government estimated 
output at a considerably higher figure than that ac- 
tually attained in the second half of 1946, as they 
placed it at not less than 80-85 per cent of the pre- 
war figure. This expectation is very encouraging, 
but (as past experience shows) it must be accepted 
with caution as, in Italy, the so-called ” plans” are 


against 2,300,000 in 1946) and total payments due to farmers 
at 40,000 lire per ton (against 23,000 in 1946) should amount 
to less than 40 milliard lire. It seems probable, however, 
that, as a result of the urgent food needs of the country, the 
grain will only be held for a short time by the pools and that 
reimbursements will follow closely on the financing operations. 
And although the extent to which the banks, authorised to fi- 
nance the pools, will rediscount their bills with the Bank of 
aly is uncertain, it may be expected that the growth of the 
currency due to the pools will fluctuate around 1/3rd or 1/2 
of the amount of the note issue for the 1946 crop. 

(18) See C. Cosciani, Italian Tax Policy, in this issue. 
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drawn up by government organs for the purpose of 
determining needs with a view to the distribution of 
certain key materials and semi-factures, and must 
not be leoked upon as systematic plans for co-ordinat- 
ing growth in the several branches of industrial pro- 
duction. In any case, the execution of these indus- 
trial plans, which would allow of neutralising and 
absorbing, at least partially, the increased volume of 
currency, is dependent: (a) on the available supplies 
of raw materials, coal, liquid fuels and electric power; 
(b) on the increased facilities for ocean transports and 
inland traffic. 


(a) In the case of raw materials, the outlook, 
rather difficult for ferrous metals, is favourable for 
coal; a further increase in available supplies of liquid 
fuel, which have already been much more abundant 
in the last few months, is also expected. 


As for electric power, difficulties are foreseen for 
the winter months owing to weather conditions, and 
also owing to the much heavier consumption for do- 
mestic and industrial purposes, which has outstripped 
the market increase in productive potential. This 
branch of production is one of critical importance, 


requiring long-term financing for the erection of 
new plants. 


(b) Sea transport facilities are steadily increasing 
and further developments are expected thanks to the 
building now going on in the ship-yards and to the 
hoped-for grant of 200,000 tons of tonnage by the 
United States. The improved conditions of railway 
carriage within the country are more than satisfactory. 

On the whole, symptoms point to an improvement 
in the industrial situation in the next few months. 
In the month of July it is believed that average acti- 
vity will have risen to about 70%, of the 1938 aver- 
age; during the ensuing months—until winter—there 
will probably be further developments and the esti- 
mated percentages are likely to be reached, with fa- 
vourable reactions on the monetary situation. 


On the other hand, the agricultural situation as a 
whole causes anxiety, especially as regards the supply 
of cereals. The amount of the wheat to be delivered 
to the pools was theoretically estimated at about 
go0,000 m. tons. Now, this amount would provide 
the already small ordinary bread ration only for a 
few months. To assure that ration until the new 
harvest, imports, reckoned at about 3.2 million tons, 
would be required. Moreover, a situation of scarcity 
continues in some other important branches of agri- 
cultural production, both as compared to 1938 and 
as compared to the requirements of the country, in- 
creased by the steady growth of the population. 

The critical feature of the Italian situation, and 
the most formidable enemy to the financial and mon- 
etary plans outlined by the Government is precisely 
the serious deficiency of food supplies. It is here, 
above all, that the battle for financial rehabilitation 
will be fought in the next few months. 

In other occasions also the fate of the lira has been 
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bound up with the fate of the crops. The last occa- 
sion, which it is interesting to recall, was when, in 
1924, the failure of the cereal crops reacted danger- 
ously on the plans then in hand for monetary stabili- 
sation, leading to a marked rise in prices and ex- 
hange rates (19). Today, the status of Italian eco- 
nomy is very different from what it was in 1924, and 
its power of resistence and recovery is incomparably 
less. ; 

Incoercible, fundamental needs that have been neg- 
lected for years past, are now placing pressure on the 
market, again impoverished by adverse seasonal con- 


(19) In 1924 the wheat crop fell to 4.6 million tons; 700,000 
tons less than the average of the previous three years. This 


led to a general rise in prices and exchange rates. While in ° 


the first nine months of 1924 the general level of wholesale 
prices, calculated by Prof. R. Bachi, had fluctuated around 
570 (1913=100), it rose to 591 in October, to 611 in November, 
and to 630 in December. 

In the case of exchange rates, while the dollar-lira rate 
only showed a moderate rise, quotations for the pound sterl- 
ing and the Swiss franc fluctuated more widely, rising from 
98.96, the average for the first half of the year, to 102.22 in 
December for the British pound, and from 400.99, the average 
for the first half of the year, to 450.8 in December for the 
Swiss franc. Note circulation was also affected by the new 
situation, and marked an increase of not less than 867.6 million 
lire. See G. Mortara, Prospettive Economiche, 1925, p. 22 


ct seq. 


ditions. Food prices are being forced up more and 
more, and the upward movement threatens to con. 
tinue, perpetuating a dangerous inflationary spiral 
arising from the connections between cost of living, 
wages, costs, and the prices of other commoditeis, their 
mutual reactions, the social unrest and the psycholo- 
gical alarms to which they give rise. Should we 
reach the threshold of winter before reliable safe. 
guards have been secured, the present co-ordinated 
efforts of the Italian Government and their results 
would run the risk of being undermined. Unfortu. 
nately, Italy is now as dependent on foreign supplies 
for her food as she is for her raw materials. The 
problem has thus become one of foreign loans (20), 
and also of priorities and of rapidity in the allocations 
discussed at the recent Paris conference. It is also 
for this that the Italian Government has responded 
with such keen interest to the Marshall plan, and our 
country is one of the most unconditional supporters 
of ever closer forms of international co-operation, 


L. C. 


(20) On this point reference should be made to the inter- 
esting considerations of prof. C. Bresciani-Turroni, Foreign 
Loans and Italian Economy, in Review of the Economic Con- 
ditions in Italy, Banco di Roma, vol. I, No. 3, May 1947, 
p- 133. 
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ITALIAN STATE BUDGET (1) Table A 


(in milliards of lire) 
a : Ascertained receipts 


Fiscal Years See eee 








Engaged expenditure "Surplus or deficit 





Actual receipts Actual expenditure Actual 
Move- mens NEOVC- receipts| Move- 
Gat. Lee. ment Ordi- extraor- ment - ment . 
nary | dinary of am otal 
expen- 
diture 


beginning 


1st July nary | dinary | Total # expen- | expen seal 
ints : capita +, anal 4 capita 
receipts} receipts P dies | dimen P 
1935/39 27 
1941/42 38 
1942/43 43 
1945/46 125 
1946 ' 47 
(July-April) 


(1) Data 1943/44 and 1944/45 not available. 
Source: Bollettino Mensile of the Istituto Centrale di Statistica, Rome, 15 July, 1947. 


SITUATION OF THE INTERNAL NATIONAL DEBT Table B 
(in millions of lire) 

















“Floating debt 





Consoli- — 
| Redeemable Interest- Adv ee Tota oO 
‘dated and Treasury bearing vances internal 
| debt current by the Total the State public 
| others Bills accounts Bank debt 
(a) of Italy 











1938 (30 June) . . . . . 52,995 49,126 8,922 19,959 1,000 29,881 1,563 133,505 
1943 ere Tipe. She <a 52,945 | 178,092 53,130 55,306 59,882 168,318 5,919 405,274 
1944 vets 52,945 | 176,059 61,867 59,522 79,842 201,231 6,500 436,735 
1945 ia 6 eo 52,945 | 206,293 | 157,695 93,085 | 330,686 | 581,466 | 7,281 847,985 
1946 - + + + + | 52,945 | 278,569 | 239,009 | 145,754 | 343,012 | 727,775 7,348 | 1,066,637 
ww@am..+-- | ae 429,344 | 269,570 | 169,508 | 365,891 | 804,969 | 7,348 1,294,606 





(2) Cassa Depositi ¢ Prestiti (Government Institution administering the postal deposits), Banking Institutes and others. 
Source: Bollettino mensile of the Istituto Centrale di Statistica, Rome, 15 July, 1947. 


RESERVES AND PRINCIPAL ITEMS OF THE BANK OF ITALY Table C 
(in milliards of lire) 

“Advan- ; : Extraor- 
wee ces — dinary 
Bill dis- | made Securi- | advan- 


End of period | Reserves 4 against | sury ‘ ces to account 
counted | ecuri- ties the 


ties and Trea- 








a ‘Operations 
made dur- 
| ing the period 


Interest- 

Current | bearing | Trea- 
time sury 
deposits | current 
deposits account Dis- 


0.9 7:9 17-4 ‘5 | 47-3 @) 
0.9 14.2 24.6 81.9 | 98.4 (2) 
0.9 342.7 13.4 46.9 | 120.2 | 20.5 
13-1 37.8 342.7 15.1 59.1 101.2 | 10.1 
1947 February 12.1 87-7 342.7 14.8 57-1 go.1 | 21.6 
» March . 14.2 37-7 342-7 16.2 53-4 91.7 | 6.8 
» April 17.8 37-7 | 342-7 | 16.6 38.8 96.4 | 7.8 | 


(@) Treasury debt. Source: Bollettino mensile of the Istituto Centrale di Statistica, Rome, 15 July, 
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Statistical Appendix 


PRINCIPAL ITEMS OF THE ITALIAN BANKING INSTITUTES gq) Table E 
(in milliards of lire) 














1938 1939 1940 1941 1942 1943 1944 1946 





Alien Funds (): 
Public Law Credit Institutes . . ‘ , : 29.9 
Banks of National Interest . . r 43-6 
Ordinary Credit Banks. . . . ’ : 27.5 
Pcoples’ Co-operative Banks . . ; ’ : . 17.1 R4.3 

Savings Banks and Pledge Banks 


of st category . .... | / . . 130.2 
Total 56.8 : . Le 800.8 
Cash and sums available at sight (c): 


Public Law Credit Institutes . 





Banks of National Interest 
Ordinary Credit Banks . 
Peoples’ Co-operative Banks . 








Savings Banks and Pledge Banks 
of Ist category 
Total 


AZEICE SERRSELES CSE PE SEER OFF Me 





Fixed Deposits with Treasury 





494/> 


and other Institutions (c): 


Public Law Credit Institutes . 


(evabiatih), 


Banks of National Interest . . 1.6 


Ordinary Credit Banks. . . . 0,01 





Peoples’ Co-operative Banks . . 0.3 
Savings Banks and Pledge Banks 
or om clmery ww kts 0.8 


imatices 


Total : 14.8 


Securities (d): 


Le A 
7* 


Public Law Credit Institutes . 
Banks of National Interest 


1949/4 


Ordinary Credit Banks . 
Peoples’ Co-operative Banks . 
Savings Banks and Pledge Banks 
— oh emery ww kk . . 29.6 





panca ad italia, 


Total 7 24. 94-7 


| Credits to clients (f): 


Public Law Credit Institutes. . 9-5 10.6 16.9 19.9 16.7 34-7 
Banks of National Interest . . 12.8 13-9 20.7 24.5 16.7 43-7 
Ordinary Credit Banks. . . . 8.9 9.3 . 12.1 16.5 17.8 39.2 
Peoples’ Co-operative Banks . . 4-4 4-7 / 65 8.6 7: 9.6 20.3 
Savings Banks and Pledge Panks 

of ist category . . . . . = |(e) gt 8.9 " 10.3 9-9 13.1 22.8 


Hotlettino menstie of the 


Total 44-7 17-4 52. 66.5 79-4 73-9 160.7 
i 


(2) Beginning 1943, this table relates to 365 Banking Institutes holding about 99 % of total bank deposits. 

(6) Includes: savings and sundry deposits, current accounts and assegni circolari in circulation (see note gy, Pp. 115). 

(c) See Table V, note a, p. 117. 

(d) See Table V, note 4, p. 117. 

(e) For 1938 Pledge Banks of 2nd category are included. 

(f) Includes the so-called impieghi, i.e. the items specified in Table VI, note b, pag. 107, except—since 1942—corrent accounts 
with sections for special credits, loans of Pledge Banks and Loans recoverable on salaries. 

Sources: Relazione of the Banca d'Italia for 1938/41 and Bollettino mensile of the Banca d'Italia 1946/47 for 1942 and seq. 


Note circulation: 


Sources - 
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AVERAGE SHARE QUOTATIONS 
(Milan Stock-Exchange: 1938 = 100) 











; Metallurgical Mining and General 
Electrical . . Textiles 
and engineering chemical Index 








- December 31. . 550.95 247.13 573-81 g14.80 517.09 
- December 31 . . . 1,226.49 701.20 1,144.— 3,490.38 1,330.94 
- January 31... 1,051.71 695-53 1,171.37 3,400.74 1,227.42 
- February 28 . . . 1,228.76 870.25 1,398.93 5,120.50 1,569.02 
- March MS 26s 1,734.03 1,681.38 2.314-41 | 6,829.96 2,375.56 

April oe 2,398.16 2,237.30 3,734-15 9,019.72 3:354-10 
2,254.65 2,166.67 3,945-78 9,184.73 3,348.45 
1,868.03 1,680.58 3,131.07 8,067.76 2,756.91 
2,003.— 2,001.71 3,612.55 8,179.22 3,022.69 
2,144.68 2,149.42 3,632.88 8,658. to 3,169.26 
1,994.01 1,968.80 3,348.73 7925-23 2,919.50 
1,694.45 1,556.38 2,691.69 6,149.96 2,354.80 
6,781.92 2,552.17 








1,745-43 1,783.49 2,919.75 
1,561.16 1,481.98 2,663.78 6,330.15 2,293.93 
1,448.02 1,296.— 2,592.24 6,206.88 2,171.96 
1,262.59 1,088.12 2,203.19 5,475-61 1,875.43 
1,347-67 1,105.24 2,534.85 5.758.05 2,024.90 











Source: Quaderni di studi e notizie of the Gruppo Edison, Milan, 1947. 


MOVEMENT OF ITALIAN JOINT STOCK COMPANIES 


(in millions of lire) 











! 

General | 

'> 4 7 Total eotal «| 

(Jan.-May |(1946 + fiv: 
months 


January | February March ay 1947) ' 
1947 


Movement 


Capital Increases: 


a) Formation of new Com- 
pemies 2. 1 we ee j 332 


b) Increases of capital . . : : 11,213 


Total 














Capital reductions: 


a) Companies dissolved . 





b) Reductions of capital . 437 


Total 1,031 











Net increase 15,539 2,313 3,954 6,599 











Source: Rassegna Economica of the Associazione fra le Societa italiane per azioni; nn. January to July 1947. 
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Table H 
INDEX NUMBERS OF ITALIAN INDUSTRIAL PRODUCTION 


(monthly average 1939= 100) 




















Industries 
General 


Building Electric Chemical index 


Textile Mining Metallurgical pare power 
1946 January . . 29.03 47-19 21.15 33-57 81.62 8.08 25.01 
» February. . 31.74 48.09 21.098 33-05 65.91 10.16 26.59 
March. . 39.15 50.91 24.90 46.39 75-17 13.23 32.44 
April. . - 48.54 53-45 32.41 48.44 77-09 25.10 41.24 
May .. . 57-72 56.72 40.70 51.59 87.79 33-99 49-29 
June... 70.— (a) 51.55 41.29 52.68 (a) 88.96 37-78 (a) 53-44 (a) 
July . - - 64.— (a) 54-22 47-93 64.26 (a) 99-93 36.40 (a) 55-53 (a) 
August . . 62.— (a) 51.73 43-20 (a) 58.35 (a) 98.42 42.15 (a) 53-68 (a) 
September . 66.— (a) 53-92 51.83 (a) 69.60 (a) 103.36 44-48 (a) 59-58 (a) 
October . . 64.— (a) 49-04 50.98 67.36 (a) 99.18 40.12 (a) 57.06 (a) 
November . 62.— (a) 56.83 42.48 (a) 58.64 (a) 87.59 32.02 51.55 (a) 
December . 60.— (a) 56.49 39-95 (a) 47-77 (a) 90.88 48.— (a) 
1947 January . . 58.— (a) 51.75 37-80 (a) 36.62 (a) 80.32 43-— (a) 
» February. . 48.67 (a) 35-43 (a) 34.03 (a) 72.15 42.— (a) 
» March . . 58.01 (a) 49-75 34.87 (a) go.81 47-— (a) 
» April. . . 47-86 (a) 61.59 (a) 36.10 (a) 103.43 52.— (a) 
» Mey... 46.94 (a) 72.— (a) 42.66 (a) 121.95 (a) 61.— (a) 








(a) Provisional indices calculated by the Confederazione Generale dell’Industria Italiana, Rome, on the basis of partial data. 
Source: Notiziario of the Confederazione Generale dell’Industria Italiana, No. 15, 5 August, 1947, p. 71. 


a Table | 
ESTIMATED ITALY’S BALANCE OF TRADE IN 1946 
(in millions of dollars) 











% of 


Imports total 


Exports 


1) Trade through private channels: 1) Trade through private channels: 
DOs 6 oe ee 8 * . a) 50 % system and processing . 279-14 
an Wn. «8 © es . Gimme ec tte eb 45-48 

a ae a Geer Gee ww tt 35-77 

d@) Without disboursement of for- d) Reciprocity deals. . . . . 3% 


c) Barter deals 


eign currencies 


Total exports through 
¢) Reciprocity deals 


private channels. . 364.14 


Total imports through 2) Trade carried out by State and 


private channels ’ State Agencies . ..... 10.15 
2) Trade carried out directly by the gery 


State and State Agencies: 


Total 374-29 


a) Technical Delegations 
5) Italian Exchange Office 


Total State imports 
3) Gifts and Loans etc.: 
a) U.N.N.R.A. 
6) A.R.A.R 
¢) Cotton Loan 
@) Sundry 





Total Gifts, Loans etc. 
Total (a) 
(2) Not including private donations estimated to amount to 65 millions dollars, 


Source: Review Congiuntura economica, 1947; See also Survey of Italy’s Economy of the U.N.N.R.A. Italian Mission, June 1947 
. 472. 
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ITALY’S FOREIGN TRADE: PERCENTAGE BY MAJOR COMMODITY GROUPS IN 1946 AND 1938 Teble{ 


TO TOTAL 


IMPORTS AND EXPORTS (Trade whit Dependancies excluded) 





values) are uncertain. 





Commodity Groups 


Foodstuffs (4) . 


Industrial raw materials (c) . 


Semi-finished products . 


Finished products 


Imports 


1938 
Quant, 


Value 


87.18 47-61 
21.69 


18.72 


1c0.coO 100.00 


Quant. Value (a) 


71.26 
9.76 


1c0.00 


(a) Italian official statistics (particularly those concerning 


Moreover they do not give values for all 
quantities recorded as these are not always known, 
come this difficulty a value was assessed for these quantities 
by calculating a monthly average price for goods in cach of 
the groups under consideration. 
in foreign currency is calculated in lire at the official rate of 
exchange (plus 125 °%). 


To over- 


The value of goods expressed 


ITALY'S IMPORTS AND EXPORTS FROM 1: JANUARY TO 31 MARCH 1947 


Imp 


Metric tons 





January . 
February 
March (a) . 


845,482 
860,341 


1,473,318 


Total 


35179,141 


(a) Part of the data for March refer tc January and February, 
due to irregularities in the transmittal of data by the Genoa 


Custom-House. 


AVERAGE OFFICIAL RATES OF EXCHANGE IN 


Exports 
1946 1938 


Quant, 


1946 
Value Quant. 
21.33 
7-09 
26.39 
45-19 


48.50 10.18 


10.98 


23.31 


18.48 19.87 


160.00 100.00 10.00 100.00 100.00 

(4) Includes also fruits, vegetables, beverages, live ani 
mals, etc. 

(c) Includes also solid and liquid fuels. 

Sources: Annuario Statistico Italiano 1938, and Statistieg 
del Commercio con l’Estero 1946 of the Istituto Centrale di 
Statistica, Rome; sce also Survey of Italy’s Economy of the 
UNRRA Italian Mission, June 1947, p. 476. 


Table M 


= —— 


orts Exports 





Thousands 
of lire 


‘Thousands 


Metric tons . 
of lire 





19,279,004 
22,285,996 
49+799,376 


139,665 
127,112 


13,701,167 
12,778,255 
188,392 15,633,284 


$2,364,376 455,169 42,112,706 


Source: Statistica del Commercio con I’Estero, January 


March 1947, of the Istituto Centrale di Statistica Rome, 


ITALY Table N- 


(Italian lire for unit of foreign currency) 








Countries 


Argentine 
Australia 
Belgium 
Brazil 
Canada . 
Denmark 
Egypt 
France . 
Great Britain 
India (Bombay) . 
Norway . 
New Zealand 
Holland 
Portugal 
Spain 
Sweden 
Switzerland 


Turkey . 


Union of South Africa . 


U.S.A. . 


Unit of account 


Peso . 
Australian Lst, 
Franc. 
Cruzeiro . 
Canadian dollar 
Krone 
Egyptian Lst. 
Franc. 

Lst. 

Rupee 
Norvegian Krone . 
N. Z. Lst. 
Gulden 

Escudo 

Peseta 

Krona 

Swiss Franc 

= 

S. A. iat. 
Dollar 





1946 
Plus addi- from 


tional quota August, 
125 % 1947 


1947 
1945 


—_—— 


4-434 
? 
3-242 

1.0383 
18.404 

3-911 
90.364 

0.4836 


85.437 
? 


28.353 
323-70 
2.2845 
5-417 
90.909 
20.8768 
415.— 
1.9608 


56.25 87.50 
726.075 
5-1361 7-99 
11.790 19.08 
350.— 
72.98 
1447-25 

2.9386 

1411.38 
105-70 
79-57 
1129.10 
131.77 
14.20 
31.96 
97-23 
81.59 
124-43 
1402.45 
359-— 


1129.10 


212.913 
46.924 
930.600 
1.8893 
400.— 
30.349 
4-468 ? 

? 325-43 
10.264 37-7415 
4-057 
9-13 
23.245 
23.31 
77.52 
403.50 
400.— 


906.6825 
67.9725 
45-3627 

726.290 
84.8527 

g.12825 
20.5425 
57-375 
52-4475 

147-4425 


go2.115 


0.778 
2.1502 

4-617 

4-3352 
15.13 


? 


19.227 225.— 








